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To Our Shareholders:

Two years ago, at the height of the Internet revolution
and the stock market boom, we asked in our annual
report: what matters? At that time, it seemed many of
the fundamentals that supported our nations business
and economic foundation were being discounted, or
worse, dismissed. Financial performance often rook a
backseat 1o fnancial promise, and notions of trust,
teamwork and integrity seemed old-fashioned.

Fast forward to 2001. It was a year to remember, and
it was a year that profoundly demonstrated the enduring
relevance and strength of our mission and vision.

The economy in 2001 was more unsettled than at any time
in the past decade. The U.S. officially entered recession
in March, key global markets such as Japan and Argentina
experienced enormous turmoil, and the dot-com bubble
officially burst as countless e-companies folded.

As difficult as this environment was, the defining moment
for the year and perhaps for our generation was the
terrorist attacks on the United States. The attacks struck
at the heart of all Americans and all civilized people.

But something special also happened in 2001. On and
after September 11th, our nation and the global commu-
nity came together in a remarkable fashion. So too did
our employees and our Company. Our collective response
enabled us to fulfill our standing as a leading global
corporation providing benchmark information that leads
and guides markets.

Business Week published its first issue covering the attacks
in essentially 24 hours. Standard & Poor’% and Platts
helped keep financial and energy markets informed and
working. And Aviation Week experts provided continuous
insight into civilian and military issues. Our philanthropic
response was also terrific — employees gave generously
and selflessly. In short, we were always there.
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As shocking and painful as the attacks were, we recognized
our responsibility to move forward — for our customers,
our shareholders and the many communities we serve. And
move forward we did — in a very challenging environment.

Always Growing

We continued our record of consistent growth. Our
share price increased for the year and outperformed the
S&P 500, continuing a long-term trend. Since 1995,
our total return to shareholders has averaged 21.2%
annually, exceeding the performance of both the S&P 500
(+12.7%) and our proxy peer group companies (+15.4%).

We were pleased that in a difficult marketplace, 2001 was
our tenth successive year reporting increases in revenue
and earnings. Before the effect of one-time items:

° Revenue from continuing operations rose 8.5% to an
all-time high of $4.6 billion.

o Earnings per share increased to $2.45, compared with
$2.36 in 2000.

o Normalized free cash flow grew by 25%, to $345 million.

For the twenty-ninth consecutive year, cur Board of
Directors affirmed its commitment to shareholders by
approving a dividend increase of 4.1% in January 2002,
The new annual rate of $1.02 per share represents a
10.5% compound annual growth rate in our common
share dividend since 1974.




Harald McGraw (Il
Chairman, President and CEO

There are compelling trends that suggest
our growth prospects remain bright well into the future.

Always Leading

We approach the future with a sirong purpose and clear
direction. We have aligned ourselves around powerful
and enduring global forces essential to economic growth
worldwide:

< The need for knowledge;
° The need for capital; and

° The need for transparency.

We have not only aligned ourselves around these needs -
we have also built strong franchises that hold leading
positions in meeting them. That’s why Standard & Poor’s
is the world largest rating agency... why McGraw-Hill
Education is the largest educational publisher in the United
States... and why BusinessWeek is the most widely read
business publication in the world.

We have transformed our financial services, education, and
information and media services segments over the past
decade. We have expanded capabilities in higher-growth
areas through acquisitions and partnerships and by
leveraging talent and technology. We have significantly
diversified our revenue sources.

At the same time, we continue to review operations that
hold less promise for growth. In late 2001 we implemented
a targeted restructuring program that resulted in asset
write-downs and the painful decision to reduce staff in
selected units. Consequently, the Corporation can direct
resources toward key growth areas and improve operating
efficiencies in 2002 and beyond.

The McGraw-Hill Companies [4]

Standard & Poor’s continues to benefit from strong global
trends of disintermediation, globalization, privatization
and securitization, which are driving the growth of

the global capital markets and show no signs of abating.

Our Credit Market Services unit now derives 30% of its
revenue from non-U.S. sources — up from about 20%

a decade ago. New ratings opportunities created by the
introduction of the euro and the growing integration of
European markets will propel additional growth. We also
continue to expand in key markets. In 2001, we added
the thirty-first link to our international network by
agreeing to acquire EA-Ratings, the only independent
ratings agency in Russia.

Our Index Services business is also achieving strong growth.
Today, S&P has 106 real-time benchmark indexes in equity
markets around the world, in addition to 13 in the United
States. During 2001, Exchange-Traded Funds (ETFs) based
on Standard & Poor’s indexes increased to 44, as new
funds were launched in Australia, Japan and the U.S. We
earn a fee on these ETFs based on assets under manage-
ment, which increased 27% to more than $48 billion last
year. A new partnership we formed with Credit Lyonnais
to launch ETFs in Europe should fuel continued growth.

We are continuing our successful strategy to diversify
Standard & Poor’s revenue base. In 2001, we added a
significant new capability by acquiring Pricewaterhouse-
Coopers’ Corporate Value Consulting (CVC) unit. CVC
provides consulting, analytical and financial valuation
services to many of the worldy largest companies.




McGraw-Hill Education is exceptionally well positioned
to meet the growing needs of learners from pre-K through
career. The opportunities for educational publishers
have never been stronger due to the enormous focus on
education at every level of government and in most parts
of the world.

For the past decade we have developed the size and scale
required to provide the full range of materials students
need and teachers value. As a result, we have the broadest
and deepest range of educational products in the K-12
matket — and we are leaders in a growing number of areas.

Our position as the leading U.S. testing and supplementary
materials publisher will lessen our reliance on uneven rev-
enue streams associated with the education adoption cycle.
For example, testing and supplementary products can

be purchased by states at any time, and account for 40%
of our total elementary and high school sales —~and they
represent strong growth opportunities for the future. Last
year’s landmark education reform bill provides substantial
additional funding for reading, testing, teacher training
and technology - all strengths for McGraw-Hill Education.

Our confidence in the future of our education business
is also supported by the performance of our Higher
Education unit, which generated double-digit growth
during 2001 - significantly above the industry growth rate.
Higher Education is now the largest business within this
segment; the strength of our digital solutions and technol-
ogy-based offerings will continue to propel it forward.

BusinessWeek, Platts, McGraw-Hill Construction, Aviation
Week, and our television stations continue strengthening
and sharpening their ability to meet customers’ growing
demand for information and business solutions.

Revenue and profits in these businesses were impacted
by the slowdown in advertising spending last year, but
stringent cost controls and a heightened focus on key
capabilities will enable them to emerge strongly when the
economy rebounds.

The unmatched editorial quality and reach of these brands
has allowed them to continue building their circulation and
audience, regardless of market conditions. The reason is
clear: Each is a leading source of informarion, intelligence
and business solutions for its customers, and each is deep-
ening its use of technology to deliver highly effective
products and services.

The powerful Business Week franchise is reaching new
audiences through a weekly national TV show launched
last year. Platts, the world’ largest and most authoritative
provider of energy market information, significantly
enhanced its leadership position and capabilities through
the acquisition of FT Energy. And in construction, we
expanded the capabilities of our industry-leading Web
portal, Construction.com, to make it more effective in
helping customers develop, manage and transact business.

The McGraw-Hill Companies [s]

We're also looking forward to better results in our
Broadcasting Group, which should benefit from sound
cost controls, investments in new technology and

an anticipated increase in political advertising in 2002.

Always There

We approach the future with a focused strategy and
positive outlook. We have successfully aligned our
businesses around growing, dynamic markets. And
our performarnce in recent years demonstrates our
ability to manage these businesses and achieve positive
results, even under adverse market conditions.

Ultimately, our success rests upon the impact we make
on people. We make those impacts every day thanks to
an extraordinarily gifted and dedicated team. I want to
thank our Board of Directors for its guidance, support
and commitment. They continue to meet the highest
standards of shareholder responsibility.

1 would also like to thank our 17,000 men and women
around the globe, whose enthusiasm, energy and commit-
ment are the foundation of our success, and whose
unwavering dedication was extraordinarily evident in this
most challenging year.

But thereks another reason for our optimism. It’s in the
vital, positive and enabling role that The McGraw-Hill
Companies plays in the lives of countless individuals
around the world.

We have a mission that makes us proud... that gives
special purpose to our work. It is one that has been shaped
by generations, and it is one that we will strive to enhance
~ always.

Thank you for your continued support.

Sincerely,

/Wz/@ 7

Harold McGraw 11
Chairman, President and CEQ
February 15, 2002




always open

Prozrachnost: In Russian, it means transparency, or openness. And in the common language of the glebal
economy, iransparency is absolutely essential for effective decision making.

That’s why Standard & Poor% continues to achieve significant growth in the global financial services marketplace; the
scope, depth and quality of its information, insight and analysis help governments, businesses and individuals partici-
pate in capital markets the world over.

During 2001, Standard & Poor’ leadership in facilitating access to capital took a number of important steps forward.
Standard & Poor’s added to its global capabilities by agreeing to purchase a majority stake in Moscow-based
EA-Ratings, the first independent Russian credit ratings firm. The acquisition further enhances the size and scale of the
worlds largest credit ratings network, which now has more than 1,000 professionals in 18 countries.

Standard & Poor’s also continued to lead the way in providing a broad and growing range of nontraditional ratings
products that promote higher standards of transparency and foster informed financial decisions. For example,
Standard & Poor% Corporate Governance Services helps investors evaluate the governance standards of companies
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around the world. Ratings Evaluation Service allows companies and governments to assess the credit ramifications of
potential changes in their strategic and capital planning processes. Bank Loan Ratings, Issuer Credit Ratings and
Infrastructure Ratings are other important nontraditional products that provide the global financial community with
objective and actionable financial information.

The financial markets are not the only beneficiaries of the ratings and analysis we provide; so too are the education and
energy businesses. Leveraging its reputation for objectivity, Standard & Poor’ introduced School Evaluation Services
(SES) during 2001. SES evaluates how effectively states and localities are spending their public educational resources.
The service is off to a strong start: analyses of two states’ school districts — Michigan and Pennsylvania — were completed
during the year, and expansion to additional states is expected in 2002,

In the global energy markets, Platts provides the transparency that facilitates more than $10 billion of trading every
day by producing news, analysis and nearly 7,000 daily price assessments. Platts’ capabilities were further enhanced
in 2001 with the acquisition of FT Energy, which adds sophisticated database and mapping tools, additional research
coverage and consulting capabilities.

The McGraw-Hill Companies [71




A child, a teen, a young adull. A parent, an executive, an entrepreneur. Different aspirations and ambitions, but all
dreaming of a better future by growing, developing and realizing their potential.

It’s a mission that we share: We help people realize their dreams and fulfill their potential. It’s why McGraw-Hill
Education is a leading publisher for the pre-K to 12th grade market in the United States and for the higher education
and professional markets around the world.

New initiatives in 2001 by McGraw-Hill Education show our mission at work. The McGraw-Hill Learning Network
is a pre-K to 12th grade online service that uses the power of the Internet to enable unprecedented collaboration
among teachers, parents and students. It’s supported by a newly launched digital learning unit that will bring additional
Web-based instructional material to schools. Another recently created service addresses the growing demand for
teacher training by offering on-site and online programs and by integrating the use of technology in the classroom.
More than 1.5 million first-time teachers will enter classrooms in the next five years.

Another way were helping people reach their potential is by providing the tools that people around the world need to
build a secure financial future.

The McGraw-Hill Companies [8]




Standard & Poor’s Investment Services provides the independent insight, analysis and benchmark information that
enables individual and institutional investors to make informed financial decisions. In 2001, the unit expanded its
global corporate research coverage: Investors can now access the latest investment research and recommendations
on more than 1,700 companies in the U.S., Europe and Asia, as well as information on 7,500 additional companies.

And we're helping individuals reach their financial goals through a broad range of investment vehicles tied to our
benchmark indexes. For example, Standard & Poor’s Investment Services pioneered the development of Exchange-
Traded Funds (ETF), a single security that tracks the performance of an equity index but can be bought and sold
like a stock. Today, ETFs are a fast-growing source of revenue for Standard & Poor’s, which earns a fee based on the
amount of assets under management. At year-end, assets under management in U.S. ETFs totaled about $83 billion, up
from $66 billion in 2000. The percentage of those assets based on Standard & Poor’ indexes rose to 55%. Globally,
nearly half of the $103 billion invested in ETFs is based on our indexes, including ETFs introduced during 2001 in
Australia, Japan and Europe.

The McGraw-Hill Companies [el




New solutions to old problems. Novel insights inte emerging opportunities. BusinessWeek, Platts, McGraw-Hill
Construction, Aviation Week & Space Technology all took new approaches in 2001 by providing fresh perspectives,
leveraging strengths, delivering solutions and expanding their reach.

Business Week’s ability to help people make better, more informed decisions by providing current news and fresh
insight has made it the world’s most widely read business publication. In 2001, circulation rose in North America as well
as for editions that serve Europe and Asia. About 40% of the editorial content in the European and Asian editions is now
region specific - delivering extra value to readers in those markets. And with its original content — approximately 2,000
stories per year are written solely for it — Business Week Online attracts some 1.2 million unique visitors per month.

During 2001, Business Week took another important step to expand its global franchise and extend its reach.
It launched a weekly television program covering personal finance and business on more than 150 stations, including
the Corporation’s four ABC-affiliate television stations.

The McGraw-Hill Companies {10}




Our other leading Business-to-Business brands - in energy, construction and aviation — continue to enrich their offerings
and provide not just information, but also solutions. McGraw-Hill Constructions Dodge e.leads offers an online
capability for small contractors to uncover, track and bid on local construction jobs more quickly and easily. Identifying
an emerging need within the aviation and aerospace industry, Aviation Week launched a Homeland Security &
Defense initiative with a major conference in Washington, D.C., followed by the debut of a weekly print and electronic
business intelligence service. Platts launched Platts Forward Curve, the first service based on actual market activity to
provide independent, real-time data and commentary to global energy professionals on the futures and swaps markets.

In the education market, PorwverWeb allows college professors to link instruction in business, economics, and the sciences
to current events — real-time learning. And a new science program from Macmillan/McGraw-Hill illustrates the fresh
approach we bring to elementary school teachers and students. The program, which includes information from National
Geographic, is based on the latest research into students’ learning needs and is designed to improve reading skills while
providing science information. The new offering is an important part of our growth strategy in elementary education.

The McGraw-Hill Companies [11]
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Parents and taxpayers demand it. Children need it. Teachers help provide it. With U.S. school enrollments and
educational funding at record levels, the focus on accountability — achieving measurable results for all students in all
school systems — is growing.

The consensus behind increased accountability was demonstrated by passage of the No Child Left Behind Act of 2001,
which seeks demonstrable educational improvement and authorizes up to $26.5 billion in spending over six years

for testing, reading, math, science, professional development and other programs. With the broadest and deepest range
of products in the industry, McGraw-Hill Education is clearly well positioned to meet these educational needs in a
variety of ways.

At the elementary school level, SRA/McGraw-Hill’s Open Court Reading program continues to win praise and new
customers with its proven success in improving reading performance. So too do two products from Wright Group/
McGraw-Hill. Breakthrough to Literacy, a research-based offering in which elementary students learn to read using
print materials and interactive tools, has been adopted by more than 1,000 schools in 30 states; and Doors to Discovery,
the newly launched literacy and math program, helps build a foundation for learning among three- and four-year-olds —
an emerging market with 10 to 12 million students.

The McGraw-Hill Companies [12]




ALEKS® (Assessment and Learning in Knowledge Spaces), the revolutionary online math tutor, accurately evaluates
student performance, identifies areas that need improvement and provides one-on-one tutoring to close performance
gaps. In 2001, following success in the higher education market, ALEKS® was adapted for the K through 12 market. With
the national focus on accountability, ALEKS® fills a need for personalized math instruction.

The focus on accountability is also driving demand in all grades for the testing services pioneered by CTB/McGraw-Hill,
which celebrated its 75th anniversary in 2001. CTB/McGraw-Hill is the leading full-service testing company, currently
responsible for 22 state assessment programs. [n View, a product for grades 2 through 12, is the unit’s newest cognitive
assessment product; it evaluates those reasoning abilities most directly related to a student’s academic success and assists
in more effectively guiding future instruction.

In higher education, GradeSummit, launched in 2001, is a revolutionary online tool that helps college students assess
their learning needs so that they can optimize their study time and ultimately achieve better grades.

The McGraw-Hill Companies [131




The physician in Frankfurt. The student in Singapore. The builder in Boston. The mutwal fund manager in Milan.
In today global market, people across a broad range of industries and professions need essential information to
function effectively.

And that’s exactly what we provide to our customers - information, insight and analysis that’s always on and always
available to them. Virtually all of the material we publish is now available in digital format and online, which allows
our customers to get information when they want it, wherever they need it, in the format that suits them best. Through
technology and our growing geographic reach, we offer our customers the benefits of a truly global network.

In 2001, McGraw-Hill Education’s professional publishing unit launched Accessmedicine.com, which builds on the
Company’ recent successes in developing information portals that effectively leverage our brands, editorial content
and leadership positions to ensure that our customers are always connected. The service provides subscription-based,
anytime online access to authoritative and current medical data for physicians, students and health professionals.

The foundation for this new healthcare portal is the online version of Harrisons Principles of Internal Medicine.
Additional titles, such as Hurst’s The Heart and the Lange medical text series, are being added. Subscribers also benefit

The McGraw-Hill Companies {14]
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from a unique collaboration with the interactive edition of The New England Journal of Medicine, which further
enhances the articles, databases and reference materials available for easy access.

Since its inception in 1998, Construction.com has become the most comprehensive and heavily trafficked Web portal
for the $1.7 trillion U.S. construction industry, with more than 41 million page views annually. In 2001, the site’s offerings
were reorganized to mirror the timeline and logistics of a construction project — making it easier to use. An alliance formed
in 2001 with the National Association of Home Builders extends the portal’s reach to the association’s 200,000 members.

In the financial services arena, we are constantly looking to serve customers better by more effectively using technology
to enable 24/7 access to Standard & Poor’s products and services. Through a partnership formed in 2001 with Motorola
and AsiaMobilenet, Standard & Poor’s helped launch Asia’s first mobile financial services offering, which allows
institutional and individual customers to access Standard & Poor’ data, analysis and commentary from their cellular
phones. And at our four television stations, new computerized technology has significantly lowered our production
costs, freeing funds to invest in local programming that serves viewers’ needs.

The McGraw-Hill Companies {151




New ways to raise capital and to manage risk. New ways to find opportunities, enter markets and develop
products and services, New ways to build and grow.

Across each of our core markets — financial services, education and business information — our customers are looking
to build on their successes and to create new opportunities. And we’re building our capabilities to support them better.

Corporations and financial institutions increasingly need independent financial valuation services as a result of new
regulations. Leveraging its reputation for integrity and its core competencies in financial analysis, Standard & Poork
added a significant new capability by acquiring Corporate Value Consulting (CVC), which serves a growing corporate
market for valuation analysis. By acquiring CVC, Standard & Poor’ created an important new business group to add
to its Credit Market Services and Investment Services units.

Risk management is another critical issue facing companies and financial institutions. Standard & Poor’s Credit Market
Services launched Risk Solutions during 2001 to provide integrated risk management tools, models, software, consult-
ing services and training.

The McGraw-Hill Companies [18]




Investors and issuers in the $1.3 trillion U.S. commercial real estate debt market increasingly require sophisticated,
credit-driven, portfolio management tools. To further build the leadership of Standard & Poor in the fast-growing
structured finance ratings business, we acquired Charter Research, which provides analytical and pricing software that
enhances risk management practices and liquidity for commercial mortgage portfolios.

Capabilities were added and strengthened at McGraw-Hill Education, where our goal is to increase the size and scale of
our U.S. business and leverage our content and tools globally. During the year, McGraw-Hill Education acquired Mayfield
Publishing, which expands our higher education offerings in the growing humanities and social sciences markets.

‘We also acquired Frank Schaffer Publications, which adds teacher support and other supplementary educational materials
that lessen our dependence on the textbook adoption cycle.

The McGraw-Hill Companies [171




The markets we serve in financial services, education, and
information and media services are always moving, propelled

always there

by globalization, the transfer of knowledge across borders
and the spread of new technologies.
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McGraw-Hill Financial Services

Standard & Poor's provides highly valued
investment data, analysis and opinions to
financial decision makers. It sets the standard
for the global investment community through
its three business units:

Credit Market Services provides ratings
services for a wide array of credit obligations,
including corporate and municipal bonds, asset
and mortgage-backed securities, foreign
governments, and bank loans. It has broadened
its franchise to include risk management

and credit performance evaluation services.

Investment Services provides institutional and
retail investors with a wide range of investment
information, analysis and opinions in equities, fixed
income, foreign exchange and mutual fund markets.
Offers comprehensive market data, news, financial
commentary, advice and evaluations on equities
and other asset classes.

Corporate Value Consulting is the U.S. market
leader in providing valuation and value analysis

for financial reporting, tax, business combinations,
corporate restructuring, capital allocation and
capital structure purposes.

www.standardandpoors.com

The McGraw-Hill Companies
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McGraw-Hill Education

McGraw-KHill Education is a global leader

in education and professional information.

The Corporation has built its education division
into a powerhouse covering virtually every aspect
of the market from pre-K through professional
learning. It has two core units:

School Education Group covers early child-
hood, primary and secondary school students.

It creates educational materials that can be used
at home or at school in any media. Leading brands
include SRA/McGraw-Hill, Macmillan/McGraw-
Hill, Glencoe/McGraw-Hili and Wright Group/
McGraw-Hill. The group also features the
CTB/McGraw-Hill testing business and a teacher
training unit.

Higher Education, Professional, and
International Group ~ Higher Education is the
leading technological innovator in the field, offering
e-books, online tutoring, customized course
Web sites, and subscription services as well as
traditional materials. Professional focuses on
professional, reference and trade publishing for
medical, business, engineering and other profes-
sionals. International operations cover markets
worldwide with locally developed and produced
products as well as English-language materials.

wwiw.mbeducation.com

[19]

McGraw-Hill Information and Media Services

These businesses provide information, business
intelligence and solutions to global professionals
through some of the most popular industry
Web portals.

Aviation Weelk is the largest muttimedia informa-
tion provider to the aviation and aerospace industry.
It offers real-time news, professional information

and e-business features. wiww.aviationnow.com

Broadcast television (ABC affiliates) in Bakersfield,
CA, (KERO); Denver, CO, (KMGHY); Indianapolis,
IN, (WRTV); and San Diego, CA, (KGTV).

Businesslfeek is the No. 1 global business
magazine. The franchise includes Business Week
Omnline, conferences and events, and
Business Week TV. www.businessweek.com

Healthcare Information provides clinical and
business intelligence and marketing services
to healthcare providers, payers, managers, and
patients. wwiv.mcgraw-bill.comlbealthcare

McGraw-Hill Construction offers the construc-
tion industry's leading brands, such as Dodge,

Sweets, Engineering News-Record, Architectural
Record and Design-Build. www.construction.com

Platts is the world’s largest provider of energy
information and marketing services. It covers the oil,
petrochemical, natural gas, electricity, nuclear
power, coal and metals markets. www.platts.com




This budding antist (ebeve) was part of & program in Calfomia
supperted by CTB/MeGraw-Hill thet essists schoels with art edussation
for with treining for tsachers.

The prestigious Fereld Wi Mis@remg, I Priss it Eouestien is gven [
ennuelly te individuals whe have shewn an erraereingry commiimant ’
fo fhe imprevement of education. ln 2001, the thireenth year of the

the of Judges recegnized three indivieuals whe rave
helped reaise achisvermsnt among undersered students.

Cheirman, President and Chis! Exeeutive Officer Hareld Ma@iramy (10
(standing, right) and Cheimman Emertus (Harels Wi MieBramy, 45 l
(seetied) ars joined by the 2001 winners, clockwise frem lovwer lef: !
My Catierine Swansen, founder of fhe sscondary schaol program \

AVID (Advencerment Via Individuel Determinetion); £5. Ca7] Calim,
Superintendent of the Leng Beach Unified Scheel District; and

. Freaman Hrabewsld, President of the University of Manjend,
County.

Helping people reach their potential: W's the longstanding commitment we've made to customers - and to the
communities where we live and work.

Our Community Partners philanthropic efforts include our signature program — The Harold W. McGraw, Jr. Prize
in Education (see above) — as well as employee-driven matching gift and disaster relief grants, which in 2001 played a
critical role in our response to the tragic events of September 11th. In addition, we pursued our financial commitment
to the arts, cultural institutions and, in particular, financial literacy. In 2001 our support for financial literacy included
helping Houston residents learn to read and acquire the skills needed for managing their personal finances; supporting
academies that prepare young people for careers in finance and other areas; developing a CD-ROM to help educators
teach students the basics of the U.S. stock market; and launching Writers to the Rescue, which matches volunteer
communications professionals from throughout our organization with nonprofit organizations that need their skills.

Our involvement also extends to public affairs. During 2001 we joined with many others to support passage of the
No Child Left Behind Act of 2001 to improve our schools, we worked to build a national consensus in favor of the
economic benefits of trade liberalization, and we supported efforts to promote privacy and protect intellectual property
rights on the Internet.

The McGraw-Hilt Companies 201
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Financial Charts

Operating Profit by Segment

[doltars in millions]

Capital Expenditures by Segment
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Management'’s Discussion and Analysis
Operating Results

Consolidated Review

(in miffions) 2001 2000 1999
Operating Revenue $4,645.5 $4,281.0 $3,991.7
% Increase 8.5 7.2 7.2
Operating Profit $§ 7632 % 9115 $ 823.0
% {(Decrease) Increase (16.3) 10.8 20.2
% Operating Margin 16 21 21
Income Before Taxes § 6151 $ 767.3 $ 697.7
Cumulative change in

accounting, net of rax - $ (68.1) -
Net Income $ 377.0 $ 403.8 $ 425.6

Operating profit is income before taxes on income, interest expense and corporate
expense. Includes unusual items as described below.

2001 Compared with 2000
The Segment Review that follows is incorporated herein
by reference.

Revenue and Earnings

Operating revenue for 2001 increased $364.5 million, 8.5%
over 2000 due to growth and acquisitions in the McGraw-Hill
Education segment and the strong performance at Standard &
Poor’ Credit Market Services, somewhat offset by declines in
advertising revenue. Operating profit of $763.2 million
declined 16.3% from 2000. In the fourth quarter of 2001 the
Company announced a worldwide restructuring program that
includes the exiting of certain businesses, product lines and
markets in each of the operating segments. As a result, the
Company recorded a restructuring and asset impairment
charge of $159.0 million pre-tax ($112.0 million after-tax, or
57 cents per diluted share). Employee severance and benefit
costs amounted to $30.2 million pre-tax and asset impairment
losses amounted to $128.8 million pre-tax. Approximately 5%
of the Company’s workforce is being reduced. In May 2001,
the Company purchased Frank Schaffer Publications, in January
2001, Mayfield Publishing, and in September 2000, Tribune
Education Company and Landoll, Inc. (Tribune Education).
The results of these operations are reflected in the McGraw-
Hill Education segment. On August 31, 2001 the Company
purchased Corporate Value Consulting (CVC) from
PricewaterhouseCoopers and its results are accounted for in the
Financial Services segment. In early May 2001, DRI was
divested, which resulted in a $26.3 million after-tax gain

(13 cents per diluted share, $8.8 million pre-tax), recorded
within the Financial Services segment. Also included in the
operating profit of the Financial Services segment during the
second quarter of 2001 is the write-down of certain assets, the
shutdown of the Blue List and the contribution of Rational
Investors to mPower.com. The total charge for these items was
$21.9 million after-tax (11 cents per diluted share, $22.8 mil-
lion pre-tax). On September 4, 2001 the Company purchased
Financial Times Energy from Pearson ple, and its results are
reflected in the Information and Media Services segment.
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Income from operations also includes $6.9 million pre-tax, 2 cents
per diluted share, related to a gain on the sale of real estate in
the first quarter of 2001, which was recorded as other income
in the consolidated statement of income. In February 2000, Tower
Group International was divested and an after-tax gain of
$10.2 million, or § cents per diluted share, was included in

the Information and Media Services segment. In January 2000,
the Company adopted Staff Accounting Bulletin No, 101

(SAB 101), Revenue Recognition in Financial Statements, and
recognized a cumulative adjustment of $68.1 million, net of
tax, or 35 cents per diluted share. $1.7 million and $60.8 mil-
lion of the cumulative adjustment was recognized in 2001 and
2000, respectively. Net income in 2001 was $377.0 million,
6.6% lower than 2000. Earnings per share for 2001 decreased
6.8% to $1.92.

Expenses
Operating expenses for 2001 increased 17.9%. Acquisitions net
of divestitures accounted for part of the increases in operating
expenses. The increase in operating expenses reflects the
restructuring and assets write-down initiatives (9.6 %), invest-
ment in new products and technology, and modest inflationary
increases in key categories, such as compensation, somewhat
offset by cost-containment initiatives and an increase in pen-
sion income from the Company? retirement plans. In 2001,
combined paper, printing and distribution prices for product-
related manufacturing increased 0.2%. The overall increase
was held to this modest level primarily through negotiations
with paper suppliers and a weak paper marketplace, as well as
negotiated savings in printing and paper from the Tribune
Education acquisition. These actions more than offset the 7.5%
increase in distribution costs resulting from increases from the
U.S. Postal Service and other airfreight and trucking carriers.
Combined paper, printing and distribution volumes declined
2% in 2001 as compared with 2000. Combined paper, printing
and distribution expense represents 23% of operating expenses.
Selling and general expenses increased 9.5 %, reflecting vol-
ume increases in the McGraw-Hill Education and Financial
Services segments, somewhat offset by volume declines at the
Information and Media Services segment. Acquisitions net of
divestitures account for part of the increase in selling and gen-
eral expenses. A significant portion of both operating and sell-
ing and general expense is compensation, which increased
approximately 11.0% to $1.3 billion. The compensation
increased primarily due to acquisitions and other volume
related increases. Over the past several years, the tight labor
market caused most companies, including The McGraw-Hill
Companies, to enhance rewards and benefits in order o attract
top talent. During 2001, the economy slowed altering the pre-
vious trend, and this trend is expected to continue in 2002.
Depreciation and amortization expense, including amor-
tization of goodwill, intangible assets and prepublication costs,
increased $58.3 million, or 16.1%, primarily due to recent
acquisitions. Starting in 2002, the Company will no longer be
amortizing goodwill or intangibles with indefinite lives in
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Management's Discussion and Analysis
Operating Results (continued)

accordance with Statement of Financial Accounting Standards
No. 142, Goodwill and Other Intangible Assets. The full year
amortization of goodwill was $56.6 million and $47.9 million,
for 2001 and 2000, respectively.

Starting in 2002, various real estate leases in New York,
primarily the Company’ headquarters, have been renewed at
higher rental rates. Starting in 2003, the consolidation of the
London facilities to Canary Wharf will result in increased
rates. In 2002, combined printing, paper and distribution prices
on product related manufacturing are expected to decrease by
approximately 3.0%. This reduction is the result of successful
negotiations with suppliers and current weak conditions in
both the printing and paper marketplaces that will more than
offset a 4.4% increase in distribution prices resulting from a
midyear 2002 increase from the U.S. Postal Service and
increases from airfreight and trucking carriers. Marketplace
conditions and agreements in place with suppliers will limit
printing and paper price increases to modest levels for the next
few years. The next postal rate increase will average 10%
across all classes of mail and is likely to be implemented on
June 30, 2002. Many postal experts expect another double-
digit increase in the fall of 2003. 2002 merit increases will
approximate 3.5%, about 0.1% less than 2001.

Interest Expense
Net interest expense in 2001 was $55.1 million versus $52.8 mil-
lion in 2000, a $2.3 million, or 4.2%, increase primarily due
to borrowings related to acquisitions, offset somewhat by a
decrease in interest rates. The average commercial paper rate
was 4.4% in 2001 and 6.4% in 2000.

In 2002, average interest rates on commercial paper are
anticipated to decrease.

Provision for Income Taxes

The provision for income taxes as a percent of income before
taxes was 38.7% in 2001 and 38.5% in 2000. In 2002, the
effective tax rate is expected to be slightly lower than the cur-
rent year’ rate.

2000 Compared with 1999
The Segment Review that follows is incorporated herein
by reference.

Revenue and Earnings

The Company adopted Staff Accounting Bulletin No. 101

{SAB 101), Revenue Recognition in Financial Statements, effec-
tive January 1, 2000. Under SAB 101, the Company modified
its revenue recognition policies for various service contracts.
Under SAB 101, the Company will recognize revenue relating
to agreements where it provides more than one service based
upon the fair value to the customer of each service, rather than
recognizing revenue based on the level of service effort to fulfill
such contracts, If the fair value to the customer for each service
is not objectively determinable, revenue will be recognized

The McGraw-Hill Companies

ratably over the service period. The cumulative impact of the
accounting change as of January 1, 2000 was $68.1 million, net
of tax of $46.7 million. The change has no impact on cash flow.

Operating revenue, including the impact of SAB 101, for
2000 increased $289.3 million, or 7.2%, over 1999 due to the
strong performances of the School Education Group, the
Financial Services segment, and Business Week. The SAB 101
adjustment reduced revenue in 2000. In the third quarter of
2000, the McGraw-Hill Education segment purchased from
the Tribune Company all of the outstanding capital shares of
the Tribune Education Company and Landoll, Inc. (Tribune
Education). The Tribune Education acquisition accounted for
2.2% of the growth in revenue.

Operating profit of $911.5 million increased 10.8% over
1999 including the adjustments for SAB 101. The impact of
SAB 101 was to decrease operating profit $15.0 million. The
Tribune Education acquisition depressed operating profit
growth by 2.0%.

In the first quarter of 2000, a $16.6 million pre-tax gain was
recorded on the sale of Tower Group International ($10.2 mil-
lion after-tax, or 5 cents per diluted share) and is reflected in
the Information and Media Services segment. In the third quar-
ter of 2000, the McGraw-Hill Education segment purchased
from the Tribune Company all of the outstanding capital
shares of Tribune Education. The purchase price was
$671.8 million in cash. The Tribune Education acquisition
resulted in 3 cents dilution in the third quarter and 6 cents
dilution in the fourth quarter of 2000. In the fourth quarter
0f 1999, a $39.7 million pre-tax gain was recorded on the sale
of McGraw-Hills Petrochemical publications {$24.2 million
after-tax, or 12 cents per diluted common share) and is reflected
in the Information and Media Services segment for 1999.

Net income was $403.8 million and includes a $68.1 million
cumulative adjustment for the effect of the change in account-
ing required by SAB 101 and a $9.2 million current year
reduction for the change in accounting. Net income in 2000
therefore declined 5.1%.

Earnings per share for 2000 included a 35 cent impact
due to the cumulative adjustment for the effect of the change
in accounting required by SAB 101 and a 4 cent impact for the
current year adjustment due to SAB 101. Earnings per share
decreased 3.7% including the impact of SAB 101 both from the
cumulative effect of the accounting change and the effect of
the change on current year earnings.

Expenses

Operating expenses for 2000 increased 1.4%. Acquisitions net
of divestitures caused operating expenses to increase. The
increase in operating expenses reflects investments in new
products and technology and modest inflation increases in key
categories, such as compensation, somewhat offset by best
practice efforts and an increase in pension income from the
Company’s retirement plans. In 2000, combined paper, print-
ing and distribution prices increased approximately 2.7%.




This increase was primarily due to late 1999 paper price
increases. In late 2000, price reductions were negotiated as a
result of a weakening paper marketplace due to increased
imports. Negotiated savings for Tribune Education minimally
impacted 2000 costs. Combined paper, printing and distribution
expenses represented 28% of operating expenses in 2000,

Selling and general expenses increased 9.5%, reflecting
increased volume. Acquisitions and divestitures caused selling
and general expense to increase an additional 3.1%. A signifi-
cant portion of both operating and selling and general expense
is compensation, which increased approximately 4.2% to
$1.13 billion, in 2000.

Depreciation and amortization expense, including amortiza-
tion of goodwill, intangible assets and prepublication costs,
increased $54.0 million, or 17.5%, primarily due to the acqui-
sition of Tribune Education.

Interest Expense

Net interest expense in 2000 was $52.8 million versus

$42.0 million in 1999, a $10.8 million, or 25.8%, increase pri-
marily due to increased average borrowings for the Tribune
Education acquisition and an increase in borrowing rates.
The average commercial paper rate was 6.4% in 2000 and
5.2% in 1999.

Provision for income Taxes
The provision for income taxes as a percent of income before
taxes was 38.5% in 2000 and 39.0% in 1999.

Segment Review
McGraw-Hill Education

(in millions) 2001 2000 1999
Operating Revenue $2,322.2 $1,993.2 $1,734.9
% Increase 16.5 14.9 7.1
Operating Profit $ 263.4& § 307.7 $273.7
% {(Decrease) Increase (14.4) 12.4 35.4
% Operating Margin 11 15 16

(a) Includes a $62.1 million pre-tax charge for restructuring and asset write-downs.

McGraw-Hill Education is one of the premier global educa-
tional publishers and is the largest U.S. educational publisher
serving the elementary and high school (el-hi), college and uni-
versity, professional, and international markets. The segment
comprises two operating groups: the School Education Group,
and the Higher Education, Professional, and International
Group. Included in 2001 performance is the acquisition of
Frank Schaffer Publications, in May 2001, Mayfield Publishing,
in January 2001, and the Tribune Education Company and
Landoll, Inc. (Tribune Education), in September 2000.

In 2001, McGraw-Hill Education revenue again achieved
double-digit growth, increasing 16.5% over 2000. As expected,
the aforementioned acquisitions were the primary contributors
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to the revenue increase. Operating profit decreased by 14.4%,
with Tribune Education, the largest of the acquisitions having a
negligible impact on the operating profit. In the fourth quarter
of 2001, the Company announced a worldwide restructuring
program that resulted in a $62.1 million pre-tax charge to the
McGraw-Hill Education segment. McGraw-Hill Education is
discontinuing small local publishing activities in certain interna-
tional markets, consolidating international operations to better
leverage editorial and production operations globally, and clos-
ing its business training courseware operations. McGraw-Hill
Education wrote down fixed assets, inventory, goodwill and con-
tracts related to these activities. Almost 600 employees are being
terminated in this segment as part of these actions.

In 2000, McGraw-Hill Education enjoyed a year of solid
growth, with revenue increasing 14.9%. Revenue included
$86.4 million from Tribune Education, which was acquired on
September 5, 2000. Operating profit increased by 12.4%.
Tribune Education negatively impacted 2000 operating profit
by 5.4%. The implementation of SAB 101 had a minimal
impact on the segment.

School Education Group

The School Education Group comprises seven divisions:
SRA/McGraw-Hill, publisher of supplementary materials and
specialized niche basal programs for the elementary market;
Wright Group/McGraw-Hill, publisher of innovative supple-
mentary products for the early childhood, elementary, and
remedial markets; Macmillan/McGraw-Hill, publisher of basal
instructional programs for the elementary market; Glencoe/
McGraw-Hill, secondary and postsecondary publisher;
CTB/McGraw-Hill, publisher of customized and standardized
testing materials and provider of scoring services; McGraw-
Hill Children’s Publishing, publisher of consumer-oriented
learning products for sale through educational dealers, mass
merchandisers, bookstores, and e-commerce; and Educators’
Professional Development, a recently created division that is
dedicated 1o serving the growing market for fee-based teacher
training. In 2002 a new division will be formed, McGraw-Hill
Digital Learning, which will coordinate and further develop
the use of the McGraw-Hill Learning Network (MHLN.com)
among the other School Education Group divisions and will
develop and coordinate additional new digital products. The
School Education Group’ sales accounted for 59.4% of the
total segment’s 2001 revenue.

The past vear was characterized by a difficult economy,
which was exacerbated by the tragic events of September 11th.
The economic climate had a mixed effect on the School
Education Group’s performance in 2001 and is expected to
exert some continuing influence in 2002. While some of the
School Education Group divisions, such as Glencoe/
MecGraw-Hill, felt the immediate repercussion of a pull-back in
state funding, other units, such as SRA/McGraw-Hill and
CTB/McGraw-Hill, experienced little, if any, initial impact in
the markets they serve. Offsetting the softening economy were
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continued strong adoption opportunities in most states, a stu-
dent population that continues to grow, albeit at a slower rate,
and a public-policy consensus supporting continued emphasis
on accountability and the need to improve the level of achieve-
ment of the nation’s students. The School Education Group
profited from these trends, with revenue growing 24.0% over
2000 to $1.38 billion. All business units within the group
enjoyed a revenue increase.

Within the School Education Group, SRA/McGraw-Hill
again proved to be a formidable player in the supplementary
and niche elementary markets, with sales substantially higher
than in 2000. Much of this increase was derived from the infu-
sion of former Tribune Education properties into the division,
in particular Everyday Mathematics, designed for grades K-8,
and NTC world languages product line. However, SRA% pre-
acquisition products also sold well, especially Oper Court
Reading. Although the program’ extraordinary 2000 success
in California could not be fully replicated in 2001, Open Court
Reading sales increased in the open territories and in targeted
adoption states. Reading also played an important part in
Macmillan/McGraw-Hill’s success in 2001, with the division
leading the market in the important Texas adoption for
grades 4-6, capturing 34% of the market there. Macmillan/
McGraw-Hill’s McGraw-Hill Reading was also successful in
Indiana, North Carolina, and Tennessee as well as the open
territories. When combined, the SRA/McGraw-Hill and
Macmillan/McGraw-Hill divisions took an estimated share in
excess of 40% of the reading adoption in Texas, grades 4-6,
and approximately 40% of the North Carolina reading adop-
tion. Macmillan/McGraw Hill also launched new mathematics
and language arts programs in 2001. McGraw-Hill
Mathematics did not meet expectations in California but per-
formed well elsewhere, while McGraw-Hill Language Arts cap-
tured one-third of the Texas adoption business in its category.

Glencoe/McGraw-Hill, the largest division within the School
Education Group, also enjoyed a solid revenue increase in
2001, although this increase was tempered by funding issues in
several key states and reduced demand for science compared to
2000, when there were excellent adoption opportunities in
North Carolina, Florida, and West Virginia. Glencoe/
McGraw-Hill gained share in the Texas literature market,
enjoyed strong social studies sales in Kentucky and Oklahoma,
and improved its standing in the open territories with the
newly acquired Tribune product. CTB/McGraw-Hill, which
received no assets from the Tribune acquisition, nonetheless
generated a double-digit increase in sales over 2000. Higher
statewide contract sales and related scoring revenues
accounted for the increase, while shelf tests and sofrware sales
remained level with prior year. Contract work, an increasingly
important component of the CTB/McGraw-Hill operation,
reflected expanded work in California, Indiana, and Maryland.
TerraNova, a standardized achievement test, continued to be a
very successful shelf test in its product offering. At the end of
2001, CTB/McGraw-Hill acquired Uniscore, Inc., a privately
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held test scoring company based in New Jersey, which special-
izes in data capture, analysis and reporting for educational
and commercial clients. The acquisition is expected to provide
additional support for CTB/McGraw-Hills state-of-the-art
scoring facilities, which are located in California and Indiana.

McGraw-Hill Children’s Publishing, which began as a small
player in the children’ educational publishing industry, was
transformed in 2001 into one of the top educational publishers
in the dealer and trade channels through the addition of
Tribune product in 2000 and the acquisition of Frank Schaffer
Publishing in May 2001. Although the integration process for
these acquisitions required more time than originally antici-
pated, Children’ Publishing now ranks in the top ten in total
market share in the children’s publishing industry. Even with-
out acquisitions, however, comparisoss to prior year show
solid growth of the original core product. 2001 was also the
first full year of operation for Wright Group/McGraw-Hill,
which was formed in 2000 from several Tribune units to
address particular niche and supplemental markets in the math
and literacy disciplines. Although revenue for Wright Group
overall fell short of expectations owing to integration issues
and a weak front list, certain product lines performed well,
including Breakthrough to Literacy, an innovative technology-
based reading program, as well as select manipulatives. The
newest unit in the School Education Group, Educators’
Professional Development, did not generate any revenue in
2001 because much of the year was spent in initial product
development. By the end of the year, however, its first product,
an on-site mathematics training program for K—6 teachers, was
launched in California, where state funds are available for staff
development and where the division has already been approved
for that funding. This exciting new venture in mathematics
training will be followed in 2002 by an online option, provid-
ing more flexibility to the target audience.

The market for el-hi instructional and assessment materials
is expected to remain favorable in the upcoming year. Factors
that will drive sales growth include record-high K-12 enroll-
ments; a demographic shift to the Sunbelt, where education is
well funded; continued public and political support nationwide
for school funding issues and educational reform; steadily
growing school and home markets for technology-based prod-
ucts and services; emerging markets for preschool and teacher
professional development; and declining fuel prices, which will
afford schools more flexibility with available funds. Qther
issues will serve to counterbalance these growth factors,
including a slowdown in the rate of enrollment increase, partic-
ularly in grades K-6; budget constraints in some states in reac-
tion to diminished tax revenues caused by the soft economy;
and competition for educational budget dollars with other
school improvement efforts, In addition, of critical importance
to the School Education Group is the adoption cycle. The rev-
enue potential in the state adoption market available to all
competitors is estimated to decline substantially in 2002. These




trends will have some effect on all of the School Education
Group business units.

SRA/McGraw-Hill is expecting strong growth in 2002 to be
derived from its Open Court Reading program and Direct
Instruction product line as well as Tribune’s Everyday
Mathematics. Open Court Reading has been revised to com-
pete effectively in the 2002 California and Florida adoptions,
and an online training component is being developed. For the
non-adoption market, the division has developed a skills-
oriented social studies series, a new subject area for SRA/
McGraw-Hill. In contrast, Macmillan/McGraw-Hill’s revenue
is expected to decline significantly due to reduced adoption
prospects and modest open territory growth. Major adoption
opportunities that will be pursued include reading in three
states, science in five states, and social studies in two states.
Glencoe/McGraw-Hill also faces a challenging market in 2002.
Adoption state sales potential is significantly reduced for the
secondary school market, particularly in the key adoption
states of Florida, North Carolina, and Texas. However, the mix
of adopted products, which includes science and social studies,
is more favorable to Glencoe/McGraw-Hill because tradition-
ally these are two of its strongest disciplines. Glencoe/
McGraw-Hill has recently completed a digital database for
middle school science that will allow the division to compete
in the state adoption market with customized products while
offering open territory districts a modular series that can be
tailored to curriculum needs.

In 2002 Wright Group/McGraw-Hill will ramp up its inter-
nal publishing. With this goal in mind the division will pursue
a strong publishing program for 2002 and subsequent years,
giving special emphasis to titles that can be produced economi-
cally by repurposing existing materials as well as titles with
good potential in the international English-language markets.
It will also increase its presence in mathematics with a strong
supplemental line from Creative Publications and a core pro-
gram that will include a new pre-K component. McGraw-Hill
Children’s Publishing, which also faced many integration issues
in 2001, anticipates a slight decline in revenue in 2002 as it
phases out coloring books and other low-margin novelty items
geared to the mass merchandise market that were acquired
from Tribune. Despite the lower revenue, the more favorable
product mix is expected to boost earnings.

CTB/McGraw-Hill, continues to hold strong positions in
both the custom testing market and in shelf test materials. The
division will not only focus on winning additional custom con-
tracts in key states, but also will pursue development of online
tests and the low-stakes assessment products that can be
offered in an online environment, initially to the educational
community and, in time, to the home market. To respond effec-
tively to these and other opportunities, the division has been
making investments in technological improvements, which will
continue in 2002. With the recent passage of the federal educa-
tion reform plan, which requires states to demonstrate ade-
quate yearly progress through the use of annual tests in reading
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and math for grades 3-8, CTB/McGraw-Hill is nicely posi-
tioned to achieve solid growth in 2002.

Still in an early growth stage, Educators’ Professional
Development will capitalize on the educational community’s
increased focus on professional development, which is sup-
ported by newly available state and federal funding sources
for teacher-training programs. With the mathematics on-site
training course already launched, Educators’ Professional
Development will release the online and independent study
components of this program in early 2002. Following this,
Educator’s Professional Development plans to develop similarly
designed programs in reading and literature, with the three-
part program (on-site, online, and independent study) available
in both disciplines. In 2002, the School Education Group will
also establish a new unit, McGraw-Hill Digital Learning, to
coordinate further development of the McGraw-Hill Learning
Network (MHLN.com) and ensure that all School Education
Group business units are taking full advantage of the Learning
Network’s capabilities. McGraw-Hill Digital Learning will also
be responsible for developing new products, including online
books and diagnostic/prescriptive assessment products, as
well as building e-commerce sales to parents and exploring
all promising channels for the delivery of digital content to
its markets.

In 2000 the economy was still quite strong, although show-
ing signs of weakening; the K~12 market remained favorable
with enrollment increases, a strong adoption cycle, and contin-
ued solid funding in California and elsewhere; emphasis was
placed on testing and accountability; and curriculum reform
remained a priority. The School Education Group flourished
in this environment, growing revenue 21.9% over 1999 to
$1.11 billion. The Tribune Education acquisition, which was
finalized in September 2000, represented 7.6% of the revenue
growth. All business units within the School Education Group
in 2000 contributed to the increase. The growth was primarily
attributed to SRA/McGraw-Hill, Macmillan/McGraw-Hill,
and CTB/McGraw-Hill. SRA/McGraw-Hill owed much
of its success to the robust sales of Open Court Reading in
California, where AB2519 provided special funding.
SRA/McGraw-Hillks reading programs also sold well in Texas,
as did Macmillan/McGraw-Hill’s basal reading program.
CTB/McGraw-Hill maintained its leadership position in the
testing industry owing in part to well-designed products, such
as TerraNova, and its continued ability to secure statewide test-
ing contracts. The group’s sales accounted for 55.8% of the
total segment’s 2000 revenue.

Higher Education, Professional and International Group
Included within the Higher Education, Professional and
International Group are five operating units that serve the
college, professional, international, lifetime learning, and
training markets. This group now includes McGraw-Hill/
Contemporary, its latest addition, which was formed at the
beginning of 2001 by combining the English as a second
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language product line from McGraw-Hill Higher Education
with the adult basic education and grade equivalent degree
programs from Tribune. In 2001 revenue for the Higher
Educarion, Professional and International Group grew 7.0%
to $942.0 million, representing 40.6% of the segment’ total
sales. McGraw-Hill Higher Education, McGraw-Hill
Professional, and McGraw-Hill/Contemporary all achieved
double-digit revenue growth, but their increases were offset,
in part, by declines at McGraw-Hill International and
McGraw-Hill Lifetime Learning.

As in 2000, McGraw-Hill Higher Education had the highest
year-over-year increase in sales within the group. All major
imprints experienced double-digit growth rates from their ongo-
ing business, with Business and Economics the strongest unit.
Key titles driving this performance were Kapoor, Personal
Finance, 6/e; O’Brien, Introduction to Information Systems,
10/e; and McConnell, Economics, 15/e. The Science,
Engineering and Medical unit had a solid front list perfor-
mance owing in part to Mader, Biology, 7/e, and Saladin,
Anatomy and Physiology, 2/e, while the Humanities, Social
Sciences and Languages unit did equally well with sales of
Lucas, Art of Public Speaking, 7/e, and Knorre, Puntos de
Partida, 6/e, contributing. Mayfield Publishing was successfully
integrated into the Humanities, Social Science and Languages
unit, bringing added growth over prior year. Substantial
improvement was achieved in Higher Education’s profit margin,
which increased for the eighth straight year.

MecGraw-Hill Professional’s overall revenue results for 2001
were up well over 2000, with most of this increase attributable
to a full year of sales from Tribune’s NTC trade product line.
Within the Trade Group, however, the downturn in the equity
markets had an unfavorable impact on the preacquisition busi-
ness, investing, and finance publishing programs. The
Scientific, Technical and Medical Group, generally less volatile
than other product lines, registered a modest increase in sales,
In part owing to the new edition of Harrison’s Principles of
Internal Medicine, 15/e, which was published in February 2001.
The performance of the Osborne Media Group, which pub-
lishes titles on computing, was unfavorably affected by the
steep decline in information technology spending as well as the
reduction in PC sales and the demise of numerous dot-coms,
resulting in the first downturn for this imprint in many years.

Results for the International operation were mixed, with ail
reglons’ revenues except Latin America up by varying degrees
over 2000. Latin America is International’s largest operation
and its decline was dramatic enough to offset all gains made by
the remaining regions, so that the unit’ revenue actually fell
below prior year. High returns and weakness in the profes-
sional and higher education markets, especially business and
" computing, contributed to Latin America’s results. The
strongest growth region proved to be the Asia-Pacific market,
which benefited from increased local publishing efforts as well
as a solid U.S. list. Canada also enjoyed substantial year-over-
year improvement driven by higher education and school sales.

The McGraw-Hill Companies

McGraw-Hill Lifetime Learning struggled in 2001 to build
sales in a highly fragmented but very competitive arena, the
corporate training market. Succeeding in this market requires a
level of critical mass and a broad product offering. During the
past several years efforts were made to structure and operate
the business so that it could compete effectively. The Company
recently determined, however, that this turnaround would not
occur within an acceptable time frame, and therefore decided
to exit the business training courseware market. The operation
will be phased out over the coming year, and this decision was
reflected in the restructuring announced in the fourth quarter
of 2001.

The newest division in the Higher Education, Professional,
and International Group, McGraw-Hill/Contemporary, is also
the smallest, but it exceeded expectations in 2001, its first full
vear of operation. McGraw-Hill/Contemporary publishes adult
basic education materials, which enable individuals to improve
their basic mathematics and language skills, as well as grade
equivalency degree titles and software, which assist students in
preparing for the GED exam. Also included in this group’s
charter are products used in teaching English as a second lan-
guage. Adult Basic Education and English as a second language
titles both sold well in 2001, while GED product fell below
expectations because customers delayed ordering until the new
GED Office Practice Tests for 2002 were released near the end
of 2001.

The Higher Education, Professional, and International
Group is expecting revenue to grow in the coming year, with
all five business units contributing to the increase. Restruc-
turing activities that occurred in 2001, including the phase-out
of McGraw-Hill Lifetime Learning, should also lead to
improved profit margins. With a record 15.3 million students
expected to enroll in college in 2002, and moderate educa-
tional spending growth anticipated for the next five years,
McGraw-Hill Higher Education is prepared to grow this year
slightly ahead of industry projections. All imprints within the
division anticipate revenue increases. A substantial front list
will be the main driver of the 2002 increase, particularly for
the Business and Economics imprint. In addition, recognizing
that technology continues to be the key trend in higher educa-
tion for course management and content delivery, the division
will aggressively pursue a variety of e-initiatives, including the
already successful PageOut, e-books, eLearning Sessions, the
Online Learning Center, and faculty training and support.

A significant estimate in the McGraw-Hill Education segment,
and particularly within the Higher Education, Professional
and International Group is the allowance for sales returns
which is based on the historical rate of return and current
market conditions.

Although it will continue to be directly and immediately
affected by external conditions that have adversely influenced
its markets, McGraw-Hill Protessional is also projecting mod-
erate growth in 2002 based on the expectation that general
domestic and international economic conditions will improve
in the second half of the year. Professional’s title count will




remain about flat with last year but will include the release

of The Encyclopedia of Science and Technology, 9/e, from the
Science, Engineering and Medical unit. An anticipated pick-up
in information technology spending should help drive demand
for Osborne Media Group’s technology and computing titles.
Publishing programs in all three major units will be adjusted
to new and changing market developments. A key competitive
trend in the professional/reference market is the development
of digital distribution channels and digital products, which are
growing more rapidly than print products. To protect its com-
petitive edge, McGraw-Hill Professional will pursue invest-
ments in digital publishing and e-commerce via internal and
external co-publishing alliances.

McGraw-Hill International expects to increase sales and
profit substantially in 2002, with all regions exhibiting growth.
General growth initiatives behind the improvement are an
increase in local publishing, including adaptations, translations
and original product; leveraging U.S. originated product; and
pursuing digital transformation along a full range of products
from e-business to e-commerce, Latin America, rebounding
from the weak market conditions and high returns rate it
experienced in 2001, will likely see the greatest improvement fol-
lowed closely by Spain, which will be launching a new school
publishing program designed to the country’s Year 2002 school
curriculum changes. Canada and Europe will further expand
higher education new media capabilities and local publishing
programs. Asia and Australia will refine and expand new
media capabilities and increase their presence in the higher
education market. In nearly all the regions International
serves, education is seen as a priority, and as local economies
strengthen it is expected to become a higher priority.

Building on its initial success in 2001, McGraw-Hill/
Contemporary will improve both its sales and profit margin
levels in 2002, with the English as a second language and
English language teaching lists offering the greatest promise for
growth. These lists will be sold not only domestically, but will
also be marketed through our international subsidiaries, where
great potential exists. The Adult Basic Education unit, however,
anticipates more modest growth domestically, reflecting fewer
opportunities in a slowly recovering economy and overall
reduced funding levels for adult education. Graduate equivalency
titles, including a revision of [nteractions/Mosaics, new
GED practice test software, a new GED exercise series, the
GED Satellite series, and a Pre-GED Satellite series, will also
contribute to the division’s success in 2002,

Revenue in 2000 for the Higher Education, Professional and
International Group reached $880.4 million, a 7.1% increase,
representing 44.2% of the total segment’ sales. Tribune
Education represented 2.1% of the revenue growth in 2000.
McGraw-Hill Higher Education once again led the group with
the Humanities, Social Sciences and Languages imprint having
a very strong vear. McGraw-Hill Professional achieved only
modest growth in all of its major imprints, reflecting a reduc-
tion of major new titles in the Trade Group, medical jobber
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issues that affected the Science, Technical and Medical Group,
and a lack of major new software sales that affected sales of
the Osborne Media Group’s computing titles. In' 2000
International grew over prior year with exceptional improvement
noted in the Latin America and Asia/Pacific regions. Offsetting
this growth were disappointing results in Canada, especially in
the retail trade market, and in Ibero, which experienced high
returns. Weak local currencies led to adverse translation differ-
ences in both foreign currency revenue and earnings.

Financial Services

(in millions) 2001 2000 1999
Operating Revenue $1,477.2 $1,280.2 $1,226.8
% Increase 15.4 4.4 12.6
Operating Profit $ 434.8@  $390.9 $363.7
% Increase 11.2 7.5 5.9
% Operating Margin 29 31 30

(a} Includes a $43.1 miflion pre-tax charge for restructuring and asset write-downs,
an $8.8 million pre-tax gain on the sale of DRI and a $22.8 million pre-tax charge for
the write-down of certain assets, the shutdown of the Blue List and the contribution
of Rational Investors to mPower.com.

The Financial Services segment plays a central role in the
global investment and capital markets through its ratings,
indexes, related financial and investment analysis and informa-
tion, and corporate valuation services. Financial Services oper-
ates under the Standard & Poor’ brand as one reporting unit.
Credit Market Services provides credit ratings, evaluation serv-
ices, and analyses globally on corporations, financial institu-
tions, securitized and project financings, and local, state and
sovereign governments. Credit Market Services accounts for
the largest share of the segment’s revenue and operating profit.
Corporate Value Consulting (CVC) is a leading provider of val-
uation and consulting services. Investment Services (renamed
in 2001 to reflect its focus on investment managers and advi-
sors) provides a wide range of analytical and data services for
investment managers and investment advisors globally. In the
fourth quarter of 2001, the segment took a restructuring and
asset impairment charge of $43.1 million pre-tax. The bulk of
the restructuring charge comes from write-downs of intangible
assets related to Standard & Poor’s decision to dispose of cer-
tain non-strategic properties in the investment services area.
Standard & Poor% acquired the U.S. Corporate Value Consulting
{CVC) business of PricewaterhouseCoopers on August 31,
2001. In early May 2001, DRI was divested, which resulted in
an $8.8 million pre-tax gain ($26.3 million after-tax, 13 cents per
dilured share). Also included in operating profit is the write-
down of certain assets, the shutdown of the Blue List and the
contribution of Rational Investors to mPower.com. The total
charge for these items was $22.8 million pre-tax ($21.9 million
after-tax, 11 cents per diluted share). In 2001, a portion of
Personal Wealth was transferred from the Information and
Media Services segment to Investment Services. All years have
been restated for the transfer.
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In 2001, the Financial Services segment revenue increased
15.4% benefiting from a strong public bond market, the suc-
cessful expansion of its products and services and the acquisi-
tion of CVC on August 31, 2001. Operating profit in 2001
increased by 11.2%. Operating margin declined t0 29% from
31% in 2000. The impact of the restructuring and asset
impairment charge, the sale of DRI, the write-down of selected
assets, the shutdown of the Blue List and the contribution of
Rational Investors resulted in a 4% decrease in the operating
margin. The impact of the acquisition of CVC on 2001 operat-
ing profit and operating margin was not material.

In 2000, the Financial Services segment revenue increased
4.4%. In consideration of the views expressed in SAB 101 and
related interpretations, the Company modified its revenue
recognition policies in 2000. The effect of this accounting
change on the Financial Services segment revenue was to
decrease revenue by $14.1 million, 1.1%. Operating profit in
2000 increased 7.5%. The effect of the accounting change as
required by SAB 101 was to reduce operating profit in 2000 by
$14.1 million, 3.9%. The operating margin in 2000 improved
to 31% from 30% in 1999, reflecting stronger revenue growth
in the higher margin Credit Market Services business.

The Standard & Poor’ Credit Market Services Group con-
sists of four major operating units: Corporates & Governments
{Corporate & Infrastructure, Financial Services, Municipal
Finance, Sovereigns and Evaluation Services), Structured
Finance, E-Business Services and Risk Solutions. In order to
further capitalize on opportunities in the credit markets,

J.J. Kenny Information & Evaluations group, which was
renamed Securities Evaluation Services, was transferred from
Investment Services to Credit Market Services in 2001 and
combined with Credit Information Services to form the
E-Business Services Group. Risk Solutions, a business unit
focusing on delivering quantitative tools and analytics, cus-
tomized services and training to the credit risk management
market, was formed in 2001.

In 2001, revenues for Standard & Poor’s Credit Market
Services grew significantly from both a strong public bond
market as well as the successful expansion of its products and
services. The markets in 2001 benefited from a yearlong series
of interest rate reductions by the Federal Reserve. Issuers capital-
ized on the low interest rate environment and as a result, new
public debt issuance was strong both inside and outside of the
United States and across all sectors of the bond market. In the
U.S., public debt issuance grew by 50%, while European bond
issuance rose by 12%. Structured Finance, Corporates and
Municipals were major drivers of the growth in new issuance.

Standard & Poor’s Credit Market Services’ Corporate &
Governments and Structured Finance units performed well in
2001 and delivered strong growth in revenues. Revenue growth
from Corporate & Infrastructure debt ratings increased sub-
stantially both domestically and internationally in 2001 due in
part to the growth in new issuance. In addition, significant rev-
enue growth was derived from non-traditional sources such as

The McGraw-Hill Companies

issuer credit ratings, bank loan ratings and rating evaluation
services. Revenues from these non-traditional services were
exceptionally robust internationally, especially in Europe.
Financial Services within Standard & Poor% Credit Market
Services posted solid revenue increases in both the U.S. and
international markets and in non-traditional revenues, pri-
marily rating evaluation services and counterparty risk. Public
Finance grew revenue substantially as a result of increases in
debt issuance. New municipal issuance grew significantly for
education and general government purposes; however, much of
the growth in issuance was driven by refundings. Non-traditional
products such as School Evaluation Services continue to gain
favorable market acceptance and are contributing to the
growth in revenue. Revenue from the Structured Finance unit
grew primarily from U.S. asset-backed and strong mortgage-
backed market issuance and continued strong demand in
Europe and Asia for structured products. Revenue generated
from E-Business Services and the newly formed Risk Solutions
unit also grew significantly.

Including the transfer to Standard & Poor’ Credit Market
Services of the J.J. Kenny unit, a principally domestic business
unit, international revenue grew at double-digit rates in
Europe, Asia and Latin America. Revenue from outside the
U.S. represented approximately 29.6% of total revenue in
2001. International revenues as a percent of total in 1999 and
2000 amounted to 26.4% and 29.3%, respectively, including
the results from the transferred J.]J. Kenny unit. With the trans-
fer, operating profits grew on the strength of both international
and domestic revenue growth and the strong performance from
many of the non-traditional services Standard & Poor’ Credit
Market Services offers.

Standard & Poor’s Credit Market Services continues to focus
its efforts on solidifying and enhancing its position as a market
leader in the global credit market. Growing globally, growing
and investing in core services, leveraging capabilities and
expanding into new businesses have been four key strategic
thrusts for the business. In 2001, the group signed an agree-
ment to purchase 70% of EA-Ratings, a local credit rating
agency in Russia, from the Institute of Urban Economics. This
acquisition will further strengthen and expand Standard &
Poor’ already extensive global network. Standard & Poor’s
School Evaluation Services continues to gain acceptance in
the marketplace as the premier service for benchmarking and
evaluating the performance of school systems. In 2001,
Standard & Poor’s acquired Charter Research Corporation, a
Web-based business-to-business provider of portfolio analytics
and information to the commercial real estate market. The
acquisition complements the existing ratings business and
extends the franchise beyond new issue debt ratings.

In 2002, Standard & Poor’ anticipates reduced levels of
public bond issuance in the U.S. as refinancings decline from

‘the pace set in 2001. However, the outlook is very dependent on

the timing and extent of the economic recovery and interest
rate movements. Standard & Poor’s also expects that the




European Monetary Union will continue to facilitate disinter-
mediation with borrowers obtaining increasingly more financ-
ing through the public debt markets rather than banks. This
trend will continue to drive growth in European issuance levels
in 2002. The securitization market has grown significantly in
the U.S. over the last ten years and, more recently, substantial

- growth has also been experienced internationally, especially in
Europe and Asia. The trend towards securitization will also
continue to be strong globally. Standard & Poor’s anticipates
growing demand for non-traditional products and services as it
extends its analytical leadership to new markets and services.
In summary, Standard & Poor’s Credit Market Services antici-
pates growth in 2002.

In 2000, revenue rose despite weakness in the public bond
market due to non-traditional revenue growth in the U.S,, and
strong double-digit growth outside the U.S. Corporate bond
issuance and securitized financings in the U.S. were essentially
flat while municipal bond issuance was off 11%, resulting in a
decline in U.S. revenue tied to bond market volumes.

In 2000, growth from Corporate debt ratings increased sig-
nificantly in the international markets, most notably Europe.
In addition, revenue from issuer credit ratings, bank loan rat-
ings and rating evaluation services increased substantially.
Revenues at the Structured Finance unit grew primarily due to
a strong U.S. asset-backed market and continued strong
demand in Europe. Financial Services posted solid revenue
increases, led by growth in international markets. Public
Finance revenue declined slightly as the impact from lower U.S.
municipal bond issuance offset double-digit revenue increases
in international markets and non-traditional products such as
School Evaluation Services.

In 2000, international revenue at Standard & Poor’ Credit
Marker Services grew at double-digit rates in Europe, Asia and
Latin America. Revenue from outside the U.S. represented
29.3% of total revenue in 2000 versus 26.4% in 1999, The
global network continued to expand with the acquisition of
Canadian Bond Rating Service, a leading domestic rating
agency in Canada, and the opening of a representative office in
Seoul in 2000. Operating profits grew on the strength of inter-
national revenue growth and the performance of non-
traditional revenues.

In 2000, Standard & Poor’s further secured its leading posi-
tion in the bank loan market with the acquisition of Portfolio
Management Data, the leading provider of default and recov-
ery information. Standard & Poor’ also enhanced its position
in the commercial real estate market in 2000 by making minor-
ity equity investments in MortgageRamp.com and Precept
Corporation, two newly formed Internet commercial mortgage
origination and trading exchanges. Standard & Poor’s works
with these new exchanges to provide underwriting and credit
reviews online for the auction of commercial real estate loans.
To bolster its e-commerce position in the municipal and global
securities processing markets, Standard & Poor’ also made a
minority investment in DPC Data, a major provider of Web-
based municipal bond information.

311

In 2000, there were significant changes in the industry’s com-
petitive landscape as Moody’s Investor Services was spun off
by Dun & Bradstreet Corporation and is now an independent
public company. In addition, Fitch IBCA merged with Duff &
Phelps Credit Rating Company and acquired Thomson
Financial Bankwatch in 2000.

On August 31, 2001, Standard & Poor’s acquired CVC. This
acquisition expands Standard & Poor’ capabilities to provide
valuation and consulting services. CVC’s primary services are
valuations for financial and tax reporting, financial modeling,
assistance regarding capital usage and the management of
intellectual property assets. The acquisition in 2001 was
slightly dilutive on a net income basis.

The elimination of pooling-of-interests accounting for merg-
ers and acquisitions and the requirement for goodwill impair-
ment testing under the Statements of Financial Accounting
Standards No. 141 and No. 142 issued by the Financial
Accounting Standards Board are expected to increase the demand
for CVC’s valuation services. In addition, CVC is no longer
bound by SEC rules restricting valuation services performed
by audit firms on its SEC registered audit clients.

In 2002, Standard & Poor’ foresees favorable growth
prospects for CVC. These revenue growth expectations assume
a rebound in merger and acquisition activity and continued
increased demand for CVC’s valuation services driven by the
requirement for goodwill impairment testing, CVC is also
planning to expand its services to clients outside the U.S., espe-
cially SEC registrants bound by U.S. reporting requirements.

Standard & Poor’ Investment Services is a leading provider
of data, analysis and independent investment advice and
recommendations. In 2001, the division was renamed
Investment Services and realigned to better serve its core cus-
tomers in investment advisory and management services. Also,
the J.J. Kenny Information & Evaluations group was trans-
ferred to Credit Market Services in 2001 to better capitalize
on opportunities in the credit markets. During 2001, a piece of
Personal Wealth was transferred from Information and Media
Services segment to Investment Services. A restructuring
charge of $36.5 million pre-tax was taken by Investment
Services for severance and the write-down of assets related to
the decision to dispose of certain non-strategic properties.

The financial services industry experienced significant
declines in 2001 as the S&P 500 declined 13% and profits
dropped significantly at financial services firms as a result of
declining M&A transactions and reduced trading activity.
During 2001, Investment Services divested Standard & Poor’s
DRI in order to focus on serving investment managers and
investment advisors better. Additionally, during the second
quarter of 2001, Rational Investors was contributed to
mPower.com. Year-on-year revenue declined slightly at
Investment Services. The divested business negatively impacted
revenue growth. Revenue grew in the assets under management
fee-based businesses and international businesses. Index
Services, Portfolio Advisors, Compustat, ComStock and Fund
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Services all experienced good growth in revenue, offsetting dif-
ficult conditions in Rerail Brokerage and the fixed income and
foreign exchange commentary markets.

Standard & Poor’ Index Services continued to expand
globally, launching futures trading in Australia on the
S&P/ASX 200, in Japan on the S&P/Topix 150 and in Europe
{Madrid Futures Exchange) on the S&P Europe 350. Revenue
on Exchange-Traded Funds (ETFs) continued to grow. Assets of
the S&P Depositary Receipts (SPDRs) traded on the American
Stock Exchange and the Barclays Global Investors-sponsored
iShares increased in 2001, ETFs based on S&P indices grew to
$48.6 billion, up 27% over 2000.

Standard & Poor’ Portfolio Advisors continued to generate
strong growth in its business of developing and advising on
investment strategies based on S&P’s STARS stock recommen-
dations, fund evaluations, asset allocation and other propri-
etary investment techniques. Assets under management for the
largest fund licensed to the 5-STAR Picks portfolios reached
$2.8 billion. Standard & Poor’s Compustat, the world’s leading
source of standardized company information, launched GICS
Direct in 2001. The Global Industry Classification Standard
(GICS), developed by Standard & Poor in collaboration with
Morgan Stanley Capital International, establishes a common
global standard for categorizing companies into sectors and
industries. In addition, revenues from Research Insight, an
important research tool for investment managers, continued to
grow rapidly.

Standard & Poor’ Fund Services provides mutual fund data,
performance information and forward-looking ratings to funds
and asset managers. For 2001, Fund Services continued to
grow revenue as record cash inflows to U.S. money market
funds of $400 billion, combined with almost $100 billion of
new money into bond funds, offset asset value declines among
equity funds. Standard & Poor’s ComStock, a leading quote
provider, experienced moderate growth despite a significant
decline in services to Internet financial sites. The investment in
a state-of-the-art distribution plant in 2000 in Europe led to
robust growth in that market, Standard & Poor’s MMS revenue
declined due to consolidation in the banking industry and diffi-
culties in the economic and foreign exchange marketplace.

In 2002, Standard & Poor’s Investment Services will focus
on providing data, analysis and advisory services to investment
managers and investment advisors. The continued investment
in technology, content and analytical services will support
these core customers. Also important for 2002 is the continued
global expansion in the analytical coverage of European and
Asian equities and funds, markets that are expected to grow at
a pace faster than in the U.S. The turnaround of the financial
markets expected in the second half of 2002 presents solid
growth opportunities. Standard & Poor’s Investment Services
anticipates a return to growth in 2002 as its revenues tied to
assets under management and transaction volumes continue
to expand.

The McGraw-Hill Companies

In 2000, the environment for the financial information
industry continued to change dramatically due to technology
and industry consolidation. Technology empowered investors
to manage their own investments spurring growth in electronic
communications networks and Internet trading. The number
of online trading accounts and number of households trading
online grew significantly. While these changes altered the busi-
ness model for investment management and commoditized
some financial data, the need for unbiased and objective invest-
ment analysis continued to be very strong. Consolidation con-
tinued to affect the marketplace through mergers of dealing
rooms, brokerage networks and asset management efforts.
This trend reinforced the importance of major financial market
customers for Standard & Poor’s future as the world’ leading
provider of unbiased financial analysis, opinions and solutions.

In 2000, Standard & Poor’s Investment Services, then known
as Information Services, revenue grew due to the continued
worldwide strength in equity markets. Portfolio Services,
Internet quote provider ComStock, Compustat, Index Services,
and Fund Services all showed strong revenue growth offsetting
difficult conditions in the economic, fixed income and foreign
exchange commentary businesses.

Standard & Poor’s Portfolio Services continued its track
record of successful stock selection. Standard & Poor’s U.S.
Equity Analysts® 5-STAR Picks significantly outperformed the
S&P 500 in 2000 and for the tenth time in fourteen years.

In 2000, the assets under management based on licensing of
Standard & Poor’ analyses grew to $9.9 billion. In 2000,
Standard & Poor’s ComStock, the world’s leading quote
provider to Internet sites, continued to experience strong
growth from that sector. In 2000, this group continued to
expand its U.S. and European activities off the strength of
modern ticker plants and further developed its Internet distri-
bution capabilities through the creation of a new Web
Solutions business. The Web Solutions group works with clients
to develop Internet sites, hosted either by Standard & Poor’ or
the client, using Standard & Poor’s data. Standard & Poor’
Compustat experienced strong revenue growth in 2000.
Coverage continued to expand in the Compustat database and
the content also powered new generations of Research Insight
and Market Insight products.

In 2000, Standard & Poor’s Index Services business contin-
ued to expand rapidly both domestically and internationally.
On the international front in 2000, Standard & Poor’s created
alliances with a number of international exchanges to operate
their index businesses: Australia (S&P/ASX), Canada
(S&P/TSE) and Japan (S&P/TOPIX). Index Services also cre-
ated a European Index Services Group, whose promotional
efforts are focused on the S&P Euro 350 and related industry
sectors. In addition, the S&P Global 100 Index was unveiled
and a new ETF based on that index was launched on the New
York Stock Exchange. In the U.S., the Index business benefited
from fees on index-based derivative products and ETFs, includ-
ing SPDRs. At year-end 2000, the aggregate trust size of all




SPDR ETFs exceeded $30 billion. In 2000, Standard & Poor’s
further leveraged its indices by partnering with Barclays Global
Investors to launch 14 new ETFs in the U.S. and Canada;
aggregate trust size at year-end was $6.8 billion.

In 2000, investor interest in mutual funds continued to drive
strong revenue growth for the information, analytics and rat-
ings provided by Standard & Poor’s Fund Services. Standard &
Poors MMS experienced a decline in revenues in 2000 due to
extremely difficult markets and continued industry consolida-
tion. DRI, a provider of economic analysis and information,
experienced a decline in revenues in 2000 due to stagnant
demand for macroeconomic information and analysis. The
brokeage business, historically known as ].J. Kenny, experi-
enced a moderate decline in revenue in 2000 primarily due to
weak conditions in the U.S. municipal market.

In the aggregate, revenue and operating profit for Standard
& Poor’ Investment Services increased in 2000 as the benefits
from the strong equity markets offset the weakness in the sec-
ondary market for municipal fixed income securities and the
deteriorating conditions in the markets served by Standard &
Poor’s MMS and Standard & Poor’s DRI. In addition, Standard
& Poor’s Investment Services continued to make investments in
international expansion as well as Web-based services and
capabilities in 2000.

Information and Media Services

(in millions) 2001 2000 1999
Operating Revenue $846.1 $1,007.6 $1,030.0
% (Decrease) Increase (16.0) (2.2) 1.4
Operating Profit $ 65.0@ § 212.9b) § 185.6c)
% {Decrease) Increase (69.5) 14.8 33.2
% Operating Margin 8 21 18

(a) includes a one-time charge of $34.9 million pre-tax for restructuring and asset
write-down.

(b) Includes a one-time gain of $16.6 million pre-tax from the sale of Tower

Group International.

(c) Includes a one-time gain of $39.7 millicn pre-tax from the sale of the
Petrochemical publications.

The Information and Media Services segment comprises
two operating groups, which include business and professional
media offering information, insight and analysis: the Business-
to-Business Group (comprising Business Week, Construction
Information Group, Platts, Aviation Week, and Healthcare
Information Group) and Broadcasting.

The Information and Media Services segment revenue
declined 16.0% to $846.1 million in 2001 and operating profit
declined 69.5% to $65.0 million. In the fourth quarter 2001,
the segment took a charge of $34.9 million pre-tax for restruc-
turing and asset write-downs. Most of this charge relates to
write-downs of certain e-commerce investments at the
Construction Information Group and staff reductions across
the segment. Approximately 300 employees will be terminated.
On September 4, 2001, Platts purchased Financial Times
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Energy (FT Energy), a leading provider of energy information,
research and consulting services. In 2001, the segment also
transferred a portion of its Personal Wealth business from
Business Week to the Financial Services segment. All periods
have been restated to reflect this transfer. The operating results
of the segment reflect the weak advertising market experienced
in 2001 and the impact of September 11th.

In 2000, the Information and Media Services Segment’s rev-
enue declined 2.2% to $1.0 billion and operating profit grew
14.8%. In the first quarter of 2000, a $16.6 million pre-tax
gain was recorded on the sale of Tower Group International
($10.2 million after-tax, or 3 cents per diluted share). In the
fourth quarter of 1999, a $39.7 million pre-tax gain was
recorded on the sale of McGraw-Hills Petrochemical publica-
tions ($24.2 million after-tax, or 12 cents per diluted share).
These divestitures depressed operating revenue growth by
13.0%, or $18.5 million, and improved the growth in operating
profit by 7.7%, or $14.3 million. The impact of the SAR 101
adjustment was not material to the segment’s operating profit.

Business-lo-Business Group

The economy and business environment, which was so favor-
able to the group in the latter part of 1999 and 2000, turned
unfavorable in 2001. Revenues declined 14.0% to $740.6 mil-
lion and operating profit declined by 72.5% from 2000. Included
in operating profit in 2001 is a restructuring and asset impair-
ment charge of $30.9 million pre-tax, which accentuated the
decline by 20.2%. Only Platts produced a revenue increase in
this group.

Business Week’s revenue declined from a record level in 2000.
During 2000, advertising spending was driven by a strong
economy and technology related advertising. Branding money
spent by the many new dot-com companies helped create the
advertising bubble in 2000. During 2001, a significant number
of dot-com companies folded and earnings pressure on corpo-
rations, particularly technology companies, resulted in a slow-
down in the advertising market. According to the Publishers
Information Bureau, Business Week’s North American advertis-
ing pages declined 37% in 2001. The decline in advertising
pages is consistent with that experienced by Business Week’s
major competitors. During 2001, Business Week resized its
resources which support its core product, Business Week
Online and other ancillary products. The reduced expense
level should strengthen Business Week’s future profitability.

The rate of expansion in the construction industry slowed
during 2001. The value of new construction starts for 2001 is
estimated to increase 2% as compared with a revised 2000
growth rate of 5% and an average annual growth rate of
10% during 1996-1999. Total revenue for the Construction
Information Group declined modestly. Fewer advertising pages
in the Group’ publications and volume declines at Dodge
accounted for this decrease. Cost rationalization efforts, par-
ticularly at Dodge, shielded a decline in operating profit.
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In September 2001, Platts acquired FT Energy from Pearson
plc. This acquisition complements Platts’ existing product line
resulting in a more complete coverage of the energy markets
and an increase in the number of products offered. Platts grew
in 2001 as volatility in the energy market increased the demand
for its news and information products.

Market conditions for Aviation Week were better than expected
at the beginning of 2001, as industry sales were up. However
conditions deteriorated dramatically after September 11th and
Aviation Week’s revenue and operating profit declined.

The Healthcare Information Group’s revenue and operating
profit declined in 2001. Contributing to the decline was the
downturn in the economy and the September 11th attacks
delaying the implementation of any Medicare reform until
after the mid-term elections in 2002. In the last two years, the
pharmaceutical industry has had fewer drugs approved and
approved drugs were withdrawn from the market. Healthcare
information technology spending has slowed in line with the
overall downturn in the technology market. The pharmaceuti-
cal industry spent more than $2.5 billion on direct-to-consumer
advertising. These developments have had a negative impact on
advertising pages for the healthcare publications. As a result of
this decline in advertising pages, the group suspended publica-
tion of one of its journals, Hospital Practice, reduced staffing
and trimmed discretionary expenses.

The restructuring activities and asset write-downs in the
Business-to-Business Group will enable it to target its resources
more strategically and improve operating efficiencies.

Business Week’s management is optimistic and believes that a
recovery of the advertising market will be seen in the second
half of 2002 with a full recovery anticipated in 2003. The
Construction Information Group expects to strengthen its core
business in 2002 through continued re-positioning at Dodge,
expanding Sweets into new communities and continued cost
rationalization. The construction industry in 2002 is expected
to be affected by the following constraints: a more hesitant
homebuyer, reduced demand for commercial space, and greater
caution by the real estate finance community towards funding
new projects. On a positive note, low interest rates should pro-
vide a boost to the construction industry. Overall, the value of
new construction starts in 2002 is expected to stay close to
estimated 2001 levels of $481 billion. The 2002 construction
market is expected to be characterized by weakness in the
single family housing market and income producing properties
as a result of economic conditions, expansion in institutional
building, especially for schools and healthcare facilities and
growth in public works and manufacturing construction.
Security enhancements will benefit airport terminal construc-
tion. Platts will benefit in 2002 from a full year of ownership of
FT Energy. In 2002, energy sector growth will be affected by
capacity in global oil and power markets and variations in eco-
nomic conditions. Qil prices are likely to remain under pres-
sure in 2002, as Russian output continues to rise. Two factors
that could offset that supply imbalance would be an economic
recovery in the U.S, that lifts still-weak demand, or seasonal
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disruptions in U.S. gasoline supply, which can give an artificial
lift to crude prices even in the absence of any shift in the
underlying supply/demand balance. For 2002, global economic
slowdowns will influence regional power markets, while in the
U.S., power markets will likely be depressed due to overcapac-
ity. For industrialized countries, demand for power is only
expected to grow by 1% for 2002, while emerging economies
can expect to grow about 3%. Aviation Week will continue to
focus on its multimedia growth strategy and development of
non-advertising revenue streams. With the change in economic
conditions, overall industry shipments of aircraft are expected
to decline 4-5% in 2002. Deliveries of commercial airliners are
expected to decline in 2002, but an increase in military sales is
expected to partially offset this reduction. The Healthcare
Information Group anticipates an increase in drug approvals in
2002, which should impact advertising in the latter half of 2002.

The economy and the business environment were generally
favorable for the Group’s businesses in 2000. A combination of
strong corporate profits and a robust economy drove
Business Week’s advertising to an historical high. Revenue
increased 7.6% to $862.3 million and operating profit increased
8.0% over 1999 for the Business-to-Business Group. The
divestiture of the Petrochemical publications depressed the
growth in revenue by $21.9 million, 3.1%, and depressed the
growth in operating profit by $40.9 million, 38.9%.

Business Week had a record year in 2000. The results
reflected solid gains in the North American and International
editions as well as online initiatives. Circulation reached an all-
time high in 2000. North American advertising pages, as mea-
sured by the Publishers Information Bureau, grew 17% in
2000, well above the industry average. Corporate profits from
the booming economy drove advertising growth to the highest
level ever experienced by Business Week. The influx of new
advertisers increased revenue per page. Successful programs
included e.biz, a supplement on e-businesses, and frontier, for
small business owners. Advertising revenue growth showed
strong gains in Europe and Asia, with non-U.S. source revenue
growing at a double-digit rate in 2000. Aviation Week’s oper-
ating profits on its core publishing business grew in 2000,
continuing a five-year growth trend, but overall group operating
profit declined due its investment in the launch of
AviationNow.com and softness in the directory and news-
letter operations.

In 2000, Platts benefited from the volatility of the energy
commodities markets, which spurred demand for its services,
especially its petroleum products. The group saw healthy
growth in revenue and operating profit in 2000. Platts contin-
ued investing in the development of Platts.com, a provider of
real-time news, analysis and pricing information for all sectors
of the energy industry.

In 2000, business conditions were not as favorable in the
Construction and Healthcare Information Groups. In 2000,
the initial signs of slower growth for the construction industry
began as total construction contract values increased by only
about 5% compared with a 10% gain experienced in 1999.




Fewer FDA drug approvals as well as the withdrawal of
approvals for several products impacted performance in the
Healthcare Information Group. The Construction Information
Group’s revenue grew modestly in 2000. The most significant
gains occurred in advertising revenue in Architectural Record
and Engineering News-Record, and in the Sweets product line.
These revenue gains were offset by a decline in revenue at
Dodge. Expenses in 2000 were essentially flat for the
Construction Information Group due to significant cost
rationalization measures.

Broadcasting
The Broadcasting Group operates four television stations, all
ABC affiliates: VHEF stations in Denver, Indianapolis and San
Diego and a UHF station in Bakersfield, California. In 2001,
the Group’s revenue declined by 17.5 %, to $105.5 million as
a result of prior year political advertising, the 2000 Super Bowl
on ABC, and weak advertiser demand that was experienced
across the entire broadcasting industry due to the economic
downturn. The Group softened the impact of lower revenue
through cost reduction efforts including the implementation
of technology that allowed the stations to centralize certain
broadcasting functions. The Group also took a $4.0 million
charge for restructuring and asset write-downs in the fourth
quarter of 2001,

In 2002, the Broadcasting Group expects minimal growth
in the base business as a result of continued weak advertiser
demand and NBC’ broadcast of the Winter Olympics. Political
advertising from mid-term elections is anticipated to drive rev-
enue growth during 2002, especially in the California markets.
The Group will continue to implement new technologies to
reduce costs with the installation of studio systems that will
allow the stations to produce existing local news programs and
add additional local news or other programs at substantially
lower cost. The stations will continue to refine and promote
their local brands to improve ratings in local newscasts and
other programming.

In 2000, the Broadcasting Group’s revenue increased 10.6 %
to $127.8 million primarily due to political advertising, ABC%
airing of the Super Bowl and strong demand for advertising.

Liquidity and Capital Resources

(in millions) 2007 2000
Working Capital $ (634} $ 209
Total Debt $1,056.5 $1,045.4
Accounts Receivable (before reserves) $1,315.2 $1,351.4
% (Decrease) Increase (3) S
Inventories $ 402.6 $ 388.9
% Increase 4 32
Investment in Prepublication Costs § 294.5 $ 250.0
% Increase 18 1
Capital Expenditures $ 1169 § 977
% Increase (Decrease) 20 (37)
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The Company continues to maintain a strong financial posi-
tion. Cash flow from operations increased to $1.1 billion in
2001 compared with $706 million in 2000. Cash flow from
operations more than covered dividends, investment in publishing
programs, capital expenditures, and repurchase of treasury
shares. Shares repurchased under the repurchase program were
used for general corporate purposes including the issuance of
shares for stock compensation plans.

In 2001, total debt increased $11.1 million, as cash flow was
used to make dividend payments, for acquisitions and share
repurchases. At December 31, 2001 commercial paper borrow-
ings were $1.0 billion and there were $40 million of Extendible
Commercial Notes (ECNs) outstanding. On August 14, 2001,
the Company’s existing $625 million 364-day revolving credit
facility (Existing 364-day Facility) expired and was replaced
with a new $650 million 364-day revolving credit facility (New
364-day Facility). On October 10, 2001, an additional $25 mil-
lion was added to the New 364-day Facility, bringing it to a
total of $675 million. The New 364-day Facility agreement pro-
vides that the Company may borrow until August 13, 2002, on
which date the facility commitment terminates and the matu-
rity of such borrowings may not be later than August 13, 2003.
The Company pays a facility fee of 5 basis points on the New
364-day Facility (whether or not amounts have been borrowed)
and borrowings may be made at 15 points above LIBOR. The
New 364-day Facility contains certain covenants, and the only
financial covenant requires that the Company not exceed an
indebtedness to cash flow ratio, as defined, of 4 to 1 at any time.
This restriction, which was also in place under the Existing
364-day Facility, has never been exceeded. At December 31,
2001, there were no borrowings under this facility or the
Company’ existing 5-year facility. Eighty percent of the com-
mercial paper borrowings have been classified as long-term.

Extendible Commercial Notes (ECNs) replicate commercial
paper, except that the Company has an option to extend the
note beyond its initial redemption date tc a2 maximum final
maturity of 390 days. However, if exercised, such an extension
is at a higher reset rate, which is at a predetermined spread over
LIBOR, and is related to the Company’s commercial paper rating
at the time of extension. As a result of the extension option, no
backup facilities for these borrowings are required. As is the
case with commercial paper, ECNs have no financial covenants.

Under a shelf registration that became effective with the
Securities and Exchange Commission in 1990, an additional
$250 million of debt securities can be issued. Debt could be
used to replace a portion of the commercial paper borrowings
with longer-term securities. Total debt as a percentage of total
capital decreased to 36.3% at the end of 2001 from 37.2% at
the end of 2000.

Earnings and cash flow are significantly impacted by the sea-
sonality of businesses, particularly educational publishing. The
first quarter is the least significant, accounting for 18% of rev-
enue and only 5% of net earnings in 2001. The third quarter is
the most significant, generating over 64 % of 2001 annual earn-
ings. This seasonality also impacts cash flow and related bor-
rowing patterns. The Company typically borrows in the first




half of the fiscal year, and generates cash in the second half of
the year, primarily from fourth quarter collections from cus-
tomers in the education markets.

Negative working capital at the end of 2001 of $63.4 million
was $84.3 million lower than the level at the end of 2000,
primarily because of a reduction in accounts receivable, federal
tax refunds and reduced federal estimated tax payments.

Accounts receivable (before reserves) decreased $36.2 mil-
lion, or 3%. This decrease compares with an increase of
$69.9 million in 2000. The year-to-year decrease was primarily
due to improved collection processes for accounts receivable,
Number of day’s sales outstanding decreased 4 days in 2001.
The accounts receivable reserve methodology is based on
historical analysis and a review of outstanding balances.

Total inventories increased less than revenue growth at
$13.7 million, or 3.5%, from prior year due primarily to
improved efficiencies in inventory management.

Capital expenditures totaled $116.9 million, primarily from
the purchase of property and equipment, compared with
$97.7 million in 2000. The increase in 2001 relates primarily
to the impact of recent acquisitions and investments in infra-
structure for the McGraw-Hill Education segment. For 2002
capital expenditures are expected to be approximately $100 million
reflecting increased spending for Canary Wharf office space
consolidation.

Net prepublication costs increased to $557.3 million at
December 31, 2001. Prepublication investment totaled
$294.5 million in 2001, $44.5 million more than 2000, reflect-
ing an increase in investment for the acquisitions and adop-
tions. For 2002, prepublication spending is expected to remain
at approximately $300 million reflecting the presence of acquisi-
tions and adoption opportunities in key states.

In 1999, the Board of Directors approved a stock repurchase
program authorizing the purchase of up to 15 million shares,
which was about 7.5% of the outstanding common stock. The
Company repurchased 3.1 million shares for $182.0 million in
2001 for a total of 9.4 million shares for $523.4 million under
this program.

On January 30, 2002, an increase in the quarterly common stock
dividend of $0.01, or 4.1%, to $0.2535 per share was announced.
In 2002, cash flow from operations is expected to be suffi-
cient to cover dividends, investment in publishing programs,

capital expenditures, and expected stock repurchases.

The Company has operations in various foreign countries.
The functional currency is the local currency for all locations,
except in the McGraw-Hill Education segment where operations
that are extensions of the parent have the U.S. dollar as the
functional currency. In the normal course of business, these
operations are exposed to fluctuations in currency values.
Management does not consider the impact of currency fluctua-
tions to represent a significant risk. The Company has natu-
rally hedged positions in most countries with a local currency
perspective and asset and liability offsets. The Company5 inter-
est expense is sensitive to changes in the general level of U.S.
interest rates. In this regard, changes in the U.S. rates affect the
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interest paid on its debt. The Company does not generally enter
into derivative financial instruments in the normal course of
business, nor are such instruments used for speculative purposes.

“Safe Harbor” Statement Under the Private Securities
Litigation Reform Act of 1995
This section, as well as other portions of this document,
includes certain forward-looking statements about the
Company’s business, new products, sales, expenses, cash flows,
and operating and capital requirements. Such forward-looking
statements include, but are not limited to: future paper, print-
ing and distribution prices; compensation increase rates;
Educationa! Publishing’s level of success in 2002 adoptions and
enrollment and demographic trends; the level of educational
funding; the strength of higher education, professional and
international publishing markets and the impact of technology
on them; the level of interest rates and the strength of profit
levels and the capital markets in the U.S. and abroad with
respect to Standard & Poor’s Credit Market Services; the level
of success of new product development and global expansion
and strength of domestic and international markets at
Standard & Poor’s Investment Services; the strength of the
domestic and international advertising markets; the volatility
of the energy marketplace; the strength of the pharmaceutical
marketplace; the contract value of public works, manufactur-
ing and single family unit construction; Broadcasting’ level of
political advertising; and the level of future cash flow, debt lev-
els, capital expenditures and prepublication cost investment.
Actual results may differ materially from those in any
forward-looking statements because any such statements involve
risks and uncertainties and are subject to change based upon
various important factors, including, but not limited to, world-
wide economic, financial and political conditions, currency and
foreign exchange volatility, the health of capital and equity mar-
kets, including future interest rate changes, the level of funding
in the education market (both domestically and internationally),
the pace of recovery of the economy and in advertising, contin-
ued investment by the construction, computer and aviation
industry, the successful marketing of new products, and the
effect of competitive products and pricing.




Consolidated Statement of Income

Years ended December 31 {in thousands, except per-share data) 2001 2000 1999
Operating Revenue (Note 1, 4 and 13) $4,645,535 $4,280,968 $3,991,685
Expenses

Operating (Note 5) 2,078,416 1,762,721 1,738,125
Selling and general 1,522,631 1,390,262 1,269,479
Depreciation and amortization (Note 1) 420,598 362,325 308,355
Total Expenses 4,021,645 3,515,308 3,315,959
Other income — net {Note 2) 46,238 54,523 63,949
Income from Operations 670,128 820,183 739,675
Interest expense — net 35,070 52,841 42,013
Income before Taxes on Income 615,058 767,342 697,662
Provision for taxes on income (Note 6) 238,027 295,426 272,088
Income before Cumulative Adjustment 377,031 471,916 425,574
Cumulative Change in Accounting, Net of Tax (Note 13) - (68,122) -
Net Income $ 377,031 $ 403,794 $ 425,574
Basic Earnings Per Common Share (Note 12)

Income before Cumulative Adjustment $ 1.95 $ 2.43 $ 2.17
Net Income $ 1.95 $ 2.08 $ 2.17
Diluted Earnings Per Common Share (Note 12)

Income before Cumulative Adjustment $ 1.92 $ 2.41 $ 2.14
Net Income $ 1.92 $ 2.06 $ 2.14

See accompanying notes.

[37]




Consolidated Balance Sheet

December 31 {in thousands, except share data) 2001 2000
Assels
Current Assets
Cash and equivalents (Note 1) $ 53,535 $ 3,171
Accounts receivable (net of allowances for doubtful accounts and sales returns:

2001 - $276,889; 2000 - $256,263) 1,038,308 1,095,118
Inventories:
Finished goods 340,488 324,852
Work-in-process 30,595 24,231
Paper and other materials 31,564 39,864
Total inventories (Note 1) 402,647 388,947
Deferred income taxes (Note 6) 218,676 192,789
Prepaid and other current assets (Note 1) 99,781 121,665
Total current assets 1,812,947 1,801,690
Prepublication Costs (net of accumulated amortization:

2001 ~ $910,720; 2000 ~ $757,034) (Note 1) 557,295 518,031
Investments and Other Assets
Investment in Rock-McGraw, Inc. — at equity (Note 1) 105,538 95,862
Prepaid pension expense (Note 10) 211,582 159,598
Other 200,443 226,910
Total investments and other assets 517,563 482,370
Property and Equipment ~ At Cost
Land 13,235 13,685
Buildings and leasehold improvements 335,313 299,639
Equipment and furniture 730,182 733,045
Total property and equipment 1,078,730 1,046,369
Less ~ accumulated depreciation 623,790 614,464
Net property and equipment 454,940 431,905
Goodwill and Other Intangible Assets - At Cost

(net of accumulated amortization:

2001 - $662,338; 2000 - $586,127) (Notes 1 and 2) 1,818,446 1,697,448
Total Assets $5,161,191 $4,931,444

See accompanying notes.
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2001 2000

Liabilities and Shareholders’ Equity

Current Liabilities

Notes payable (Note 3) $ 222,953 $ 227,848
Accounts payable 339,541 313,286
Accrued royalties 112,423 115,022
Accrued compensation and contributions to retirement plans 273,289 243,252
Income taxes currently payable 77,628 55,388
Unearned revenue (Note 13) 508,055 475,559
Other current liabilities (Note 1) 342,504 350,430
Total current liabilities 1,876,393 1,780,785
Other Liabilities

Long-term debt {Note 3) 833,571 817,529
Deferred income taxes (Note 6) 190,334 163,231
Accrued postretirement healthcare and other benefits (Note 11) 175,844 178,525
Other non-current liabilities 231,164 230,330
Total other liabilities 1,430,913 1,389,615
Total liabilities 3,307,306 3,170,400

Commitments and Contingencies (Note 7)

Shareholders’ Equity (Notes 8 and 9)
$1.20 preference stock, $10 par value: authorized — 891,256 shares;

outstanding — 1,328 shares in 2001 and 2000 13 13
Common stock, $1 par value: authorized ~ 300,000,000 shares;

issued — 205,838,910 shares in 2001 and 2000 205,839 205,839
Additional paid-in capital 64,638 44,176
Retained income 2,292,342 2,105,145
Accumulated other comprehensive income (126,860) (110,358)
Less — common stock in treasury — at cost

(12,620,573 shares in 2001 and 11,553,707 shares in 2000) 566,775 470,903

Unearned compensation on restricted stock 15,312 12,868
Total Liabilities and Shareholders’ Equity $5,161,191 $4,931,444

' Total shareholders’ equity 1,853,885 1,761,044
\
|
|
’

[39]




Consolidated Statement of Cash Flows

Years ended December 31 (in thousands) 2001 2000 1999

Cash Flow from Operating Activities

Net income $ 377,031 $ 403,794 $ 425,574
Cumulative change in accounting principle - 68,122 ~
Restructuring and asset write-downs 158,962 - -

Adjustments to reconcile net income to cash provided by operating activities:

Depreciation 88,802 86,993 82,110
Amortization of goodwill and intangibles 91,555 66,715 55,586
Amortization of prepublication costs 240,241 208,617 170,653
Provision for losses on accounts receivable 55,254 47,589 68,657
Gain on sale of real estate (6,9235) - -
Gain on sale of Petrochemical publications - - (39,668)
Gain on sale of Tower Group International - (16,587) -
Other (8,347) (9,173) 1,372
Change in assets and liabilities net of effect of acquisitions and dispositions:
Decrease/(increase) in accounts receivable and inventory 23,308 (117,031) (166,872)
Decrease/(increase) in prepaid and other current assets 27,023 (19,707) (948)
Increase/(decrease) in accounts payable and accrued expenses 42,202 (19,717) 54,906
(Decrease)fincrease in unearned revenue and other current liabilities (42,696) 31,346 22,197
Increase/{decrease) in interest and income taxes currently payable 42,618 (29,848) 67,254
Net change in deferred income taxes 7,357 34,680 (8,428)
Net change in other assets and liabilities (25,644) {30,233) (24,340)

Cash provided by operating activities 1,070,741 705,560 708,053

Investing Activities .

Investment in prepublication costs (294,538) (250,0035) (246,341)

Purchase of property and equipment (116,895) (97,721) (154,324)

Acquisition of businesses and equity interests (333,234) (703,719) (67,083)

Proceeds from disposition of property, equipment and businesses 17,876 142,418 67,244

Cash used for investing activities {726,791) {909,027) (400,506)

Financing Activities

Dividends paid to shareholders - (189,834) (182,462) (169,049)

Additions to commercial paper and other short-term debt — net 12,137 606,276 11,899

Repayment of long-term debt (741) (95,043) -

Repurchase of treasury shares (176,468) (167,611) (173,784)

Exercise of stock options 63,917 45,317 22,813

Other (376) (3,239) (1,709)

Cash (used for)/provided by financing activities (291,365) 203,238 (309,830)

Effect of Exchange Rate Changes on Cash (2,221) {3,089) {1,679)

Net change in cash and equivalents 50,364 (3,318) (3,962)

Cash and equivalents at beginning of year 3,171 6,489 10,451

Cash and Equivalents at End of Year $ 53,535 $ 3,171 $ 6,489

See accompanying notes.
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Censolidated Statement of Shareholders’ Equity

Accumulated Less - Less -
other common unearned
Years ended $1.20 Additional compre- stock  compensation
December 31, 2001, 2000 and 1999  preference Common paid-in Retained hensive in treasury on restricted
(in thousands, except per-share data) $10 par $1 par capital income income at cost stock Total
Balance at December 31,1998  $14  $205,838 $ - $1,627,288 % (75,962) $234,673 $13,510 $1,508,993
Net income - - - 425,574 - - - 425,574
Other comprehensive income,
net of tax ~ foreign currency
translation adjustments - - - - (11,769) - - (11,769)
Comprehensive Income 413,805
Dividends ($.86 per share) - - - (169,049) - - - (169,049)
Share repurchase - - - - - 173,784 - (173,784)
Employee stock plans - - 24,121 - - (44,646} 511 68,256
Other - - 184 - - (83} - 267
Balance at December 31, 1998 14 205,838 24,305 1,883,813 (87,731) 363,728 14,021 1,648,490
Net income - - - 403,794 - - - 403,794
Other comprehensive income,
net of tax - foreign currency
translation adjustments - - - - (22,627) - - (22,627}
Comprehensive Income 381,167
Dividends ($.94 per share) - - - (182,462) - - - (182,462}
Share repurchase - - - - - 167,611 - {167,611)
Employee stock plans - - 19,828 - - (60,348) (1,153) 81,329
Other (1) 1 43 - - (88) - 131
Balance at December 31, 2000 13 205,839 44,176 2,105,145 (110,358} 470,903 12,868 1,761,044
Net income - - - 377,031 - - - 377,031
Other comprehensive income,
net of tax — foreign currency
translation adjustments - - - - (16,502) - - (16,502)
Comprehensive Income 360,529
Dividends ($.98 per share) - - - (189,834) - - ~ (189,834)
Share repurchase - - - - - 176,468 ~ (176,468)
Employee stock plans - - 20,407 - - (80,070) 2,444 98,033
Other - - 55 - - (526) -~ 581
Balance at December 37,2001 $13  $205,839 $64,638 $2,292,342 §(126,860) $566,775 $15,312 $1,853,885

See accompanying notes.
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Notes to Consolidated Financial Statements

1. Accounting Policies

Principles of consolidation. The consolidated financial state-
ments include the accounts of all subsidiaries and the Company’
share of earnings or losses of joint ventures and affiliated com-
panies under the equity method of accounting. All significant
intercompany accounts and transactions have been eliminated.

Use of estimates. The preparation of financial statements in
conformity with generally accepted accounting principles
requires management to make estimates and assumptions that
affect the amounts reported in the financial statements and

accompanying notes. Actual results could differ from those estimates.

Cash equivalents. Cash equivalents consist of highly liquid
investments with maturities of three months or less at the time
of purchase.

Inventories. Inventories are stated at the lower of cost (princi-
pally first-in, first-out) or market.

Prepublication costs. Prepublication costs, principally outside
preparation costs, are amortized from the year of publication
over their estimated useful lives, primarily three to five years,
using either an accelerated or the straight-line method. It is the
Company policy to evaluate the remaining lives and recover-
ability of such costs, which is often dependent upon program
acceptance by state adoption authorities.

Investment in Rock-McGraw, Inc, Rock-McGraw owns the
Company’s headquarters building in New York City. Rock-
McGraw is owned 45% by the Company and 55% by
Rockefeller Group, Inc. The Company accounts for this invest-
ment under the equity method of accounting.

Goodwil! and other intangible assets. Goodwill and other
intangible assets that arose from acquisitions either consum-
mated or initiated prior to November 1,1970 are not amortized
unless there has been a reduction in the value of the related
assets. The Company currently reviews the recoverability of
these assets using the methodology prescribed in Statement of
Financial Accounting Standards No. 121 (SFAS No. 121},
Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of. Goodwill and other
intangible assets arising subsequent to November 1,1970 of

$2.4 billion at December 31, 2001 and $2.2 billion at
December 31, 2000 are being amortized over periods of up to
40 years. The Company also reviews long-lived assets and the
related intangible assets for impairment whenever events or
changes in circumstances indicate the carrying amounts of such
assets may not be recoverable. Upon such an occurrence, recov-
erability of these assets is determined by comparing the fore-
casted undiscounted net cash flows of the operation to which
the assets relate, to the carrying amount, including associated
intangible assets, of such operation. If the operation is deter-
mined to be unable to recover the carrying amount of its assets,
then goodwill is written down first, followed by the other long-
lived assets and identified intangibles of the operation, to fair
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value. Fair value is determined based on discounted cash flows,
appraised values or management’ estimates, depending upon
the nature of the assets. Beginning in January 2002, the
Company will not amortize goodwill on its books in accordance
with SFAS No. 142, Goodwill and Other Intangible Assets. See
Recent Accounting Pronouncements for further details.

Receivable from/payable to broker-dealers and dealer banks.
A subsidiary of J.]. Kenny Co. acts as an undisclosed agent in
the purchase and sale of municipal securities for broker-dealers
and dealer banks, and the Company had matched purchase
and sale commitments of $159.9 million and $98.2 million at
December 31, 2001 and 2000, respectively. Only those trans-
actions not closed at the settlement date are reflected in the balance
sheet as a component of other current assets and liabilities.

Foreign currency translation. Assets and liabilities are trans-
lated using current exchange rates, except certain accounts of
units whose functional currency is the U.S. dollar, and transla-
tion adjustments are accumulated in a separate component of
shareholders’ equity. Revenue and expenses are translated at
average monthly exchange rates. Inventory, prepublication
costs and property and equipment accounts of units whose
functional currency is the U.S. dollar are translated using his-
torical exchange rates, and translation adjustments are charged
and credited to income.

Revenue. Revenue is generally recognized when goods are
shipped to customers or services are rendered. Units whose
revenue is principally from subscription income and service
contracts record revenue as earned. Subscription income is
recognized over the related subscription period. The accounts
receivable reserve methodology is based on historical analysis
and a review of outstanding balances. For further details on the
Company’s revenue recognition policy, see Note 13.

Depreciation. The costs of property and equipment are depre-
ciated using the straight-line method based upon the following
estimated useful lives:
Buildings and leasehold improvements ~ 15 to 40 years
Equipment and furniture — three to 10 years

Advertising expense. The cost of advertising is expensed as
incurred. The Company incurred $107 million, $104 million
and $101 million in advertising costs in 2001, 2000 and
1999, respectively.

Sales returns. A significant estimate in the McGraw-Hill
Education segment, and particularly within the Higher
Education, Professional and International Group, is the
allowance for sales returns, which is based on the historical
rate of return and current market conditions.

Stock-based compensation. As permitted by SFAS No. 123,
Accounting for Stock-Based Compensation, the Company
measures compensation expense for its stock-based employee
compensation plans using the intrinsic method prescribed by
Accounting Principles Board Opinion No. 25 (APBO No. 25),




Accounting for Stock Issued to Employees, and has provided
in Note 9 pro forma disclosures of the effect on net income
and earnings per share as if the fair value-based method
prescribed by SFAS No. 123 had been applied in measuring
compensation expense.

Recent Accounting Pronouncements. In June 2001, the FASB
issued SFAS No. 141, Business Combinations, and SFAS No. 142,
Goodwill and Other Intangible Assets. SFAS No. 141 prohibits
the use of the pooling-of-interest method of business combina-
tions initiated after June 30, 2001. SFAS No. 142 institutes new
requirements for testing goodwill and indefinitely lived intangible
assets for impairment instead of amortizing them. The effective
date of this pronouncement is January 1, 2002. The amount of
goodwill amortization recognized was $56.6 million, $47.9 mil-
lion and $42.1 million for 2001, 2000 and 1999, respectively.

In June 2001, the FASB issued SFAS No. 143, Accounting for
Asset Retirement Obligations. SFAS No. 143 requires that the
fair value of the liability for an asset retirement obligation be
recognized in the period which it is incurred if a reasonable esti-
mate of fair value can be made.The associated asset retirement
costs are capitalized as part of the carrying amount of the long-
lived assets. This statement is effective January 1, 2003. The
Company is currently evaluating this pronouncement and does
not believe it will have a material impact on its financial statements.

Reclassification. Certain prior-year amounts have been
reclassified for comparability purposes.

2. Acquisitions and Dispositions

Acquisitions. In 2001, the Company acquired eight companies,
principally Financial Times Energy, Frank Schaffer Publications,
Corporate Value Consulting (CVC) and Mayfield Publishing
Company, for $333.2 million, net of cash acquired. In 2000,
the Company acquired three companies, principally Tribune
Education and CBRS, for $703.7 million, net of cash acquired.
In 1999, the Company acquired six companies, principally
Appleton & Lange, Rational Investors and Emerging Markets
Database, for $67.1 million, net of cash acquired. All of these
acquisitions were accounted for under the purchase method.
Goodwill and intangible assets recorded for all current trans-
actions are amortized using the straight-line method for periods
not exceeding 25 vears. In accordance with SFAS 142, no good-
will amortization was recorded for acquisitions after June 30,
2001, which includes Financial Times Energy and CVC.

Noncash Investing Activities. Liabilities assumed in conjunc-
tion with the acquisition of businesses:

(in millions) 2001 2000 1999
Fair value of assets acquired ~ $369.9 $840.5 $70.7
Cash paid (net of cash

acquired) 333.2 703.7 67.1
Liabilities assumed $ 36.7 $136.8 $ 3.6

Dispositions. In 2001, the Company sold DRI and recognized
a pre-tax gain of $8.8 million ($26.3 million after-tax, or 13 cents
per diluted share). In 2000, the Company sold Tower Group
International for $138.2 million. As a result of this transaction
a pre-tax gain of $16.6 million ($10.2 million after-tax, or

5 cents per diluted share) was recognized. In 1999, the
Company sold its Petrochemical publications for $62.8 million.
As a result of this transaction a pre-tax gain of $39.7 million
($24.2 million after-tax, or 12 cents per diluted share)

was recognized.

3, Debt

At December 31, 2001, the Company had total borrowings of
$1.057 billion, primarily representing domestic commercial
paper borrowings of $1.0 billion maturing at various dates
during 2002, Extendible Commercial Notes (ECNs) of $40 mil-
lion, acquisition related debt of $15 million and other long-term
debt of $1.5 million at an average interest rate of 4.4%. ECNs
replicate commercial paper, except that the Company has an
option to extend the note beyond its initial redemption date to a
maximum final maturity of 390 days. However, if exercised, such
an extension is at a higher reset rate, which is at a predeter-
mined spread over LIBOR, and is related to the Company’s
commercial paper rating at the time of extension. As a result of
the extension option, no backup facilities for these borrowings
are required. Like commercial paper, ECNs have no financial
covenants. The commercial paper borrowings in 2001 are
supported by the revolving credit agreement described below, and
approximately $800 million and $816 million have been classified
as long-term in 2001 and 2000, respectively.

On August 15, 2000, the Company retired its previous revolving
credit facility and replaced it with two new revolving credit facili-
ties. The two revolving credit facility agreements, each with the
same 11 domestic and international banks, consists of a $62.5 mil-
lion, five-year revolving credit facility (Five-year Facility) and a
$625 million, 364-day revolving credit facility. The Five-year
Facility provides that the Company may borrow at any time until
August 15, 2005, when the commitment would terminate and any
outstanding loans mature. The 364-day Facility agreement pro-
vided that the Company would borrow until August 14, 2001, on
which date the facility commitment terminates and the maturity of
such borrowings would not be later than August 14, 2002. The
Company pays a facility fee of seven basis points on the Five-year
Facility (whether or not amounts have been borrowed), and bor-
rowings may be made at thirteen basis points above LIBOR at
the Company’ current credit rating. The fees and spreads on the
Five-year Facility fluctuate based upon a schedule related to the
Company long-term credit rating by Moody’ and Fitch.

On August 14, 2001 the Company obtained a new 364-day
credit facility for $650 million (New 364-day Facility) as the
Company’ existing 364-day facility expired. On October 10,
2001 an additional $25 million was added to the New 364-day
Facility. The New 364-day Facility agreement provides that the
Company may borrow until August 13, 2002, on which date
the facility commitment terminates and the maturity of such
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borrowings may not be later than August 13, 2003. The
Company pays a facility fee of five basis points on the New 364-
day Facility (whether or not amounts have been borrowed) and
borrowings may be made at fifteen basis points above LIBOR.
The New 364-day Facility contains certain covenants, and the
only financial covenant requires that the Company not exceed
an indebtedness to cash flow ratio, as defined, of 4 to 1 at any
time. This restriction, which was also in place under the existing
364-day facility, has never been exceeded. At December 31, 2001
and 2000, there were no borrowings under either facility. The com-
mercial paper borrowings outstanding are supported by the afore-
mentioned revolving credit facilities, and 80% of these borrowings
have been classified as long-term.

A summary of long-term debt at December 31 follows:

(in millions) 2001 2000
Commercial paper supported

by bank revolving credit agreement $800.1 $815.6
Extendible commercial notes 32.0 -
Other (primarily acquisition related notes) 1.5 1.9
Total long-term debt $833.6 $817.5

The Company paid interest on its debt totaling $61.5 million
in 2001, $56.3 million in 2000 and $42.8 million in 1999.

The carrying amount of the Company’s commercial paper
borrowings approximates fair value.

4. Segment Reporting and Geographic Informacion

The Company has three reportable segments: McGraw-Hill
Education, Financial Services and Information and Media
Services. The McGraw-Hill Education segment provides educa-
tion, training and lifetime learning textbooks and instructional
materials for students and professionals. The Financial Services
segment consists of Standard & Poor’s operations, which pro-
vide financial information, valuations, ratings and analyses,
enabling access to capital markets. The Information and Media
Services segment includes business and professional media
offering information, insight and analysis.

Information as to the operations of the three segments of the
Company is set forth below based on the nature of the products
and services offered. The Executive Committee, comprising the
Company’s principal corporate executives, is the Company’s
chief operating decision maker and evaluates performance
based primarily on operating profit. The accounting policies of
the operating segments are the same as those described in the

summary of significant accounting policies — refer to Note 1 for
the Company’ significant accounting policies.

The operating profit adjustments listed below relate to
the operating results of the corporate entity, which is not
considered an operating segment, and includes all corporate
expenses of $93.1 million, $91.4 million and $83.3 million,
respectively, for 2001, 2000 and 1999, and net interest expense of
$55.0 million, $52.8 million, and $42.0 million, respectively, of
the Company. Corporate assets consist principally of cash and
equivalents, investment in Rock-McGraw, Inc., prepaid pension
expense, deferred income taxes and leasehold improvements
related to subleased areas.

Foreign operating profit from our continuing businesses was
$119.1 million, $143.5 million, and $138.8 million in 2001,
2000 and 1999, respectively. Foreign revenue, operating profit
and long-lived assets include operations in 33 countries. The
Company does not have operations in any foreign country that
represents more than 5% of its consolidated revenue. Transfers
between geographic areas are recorded at agreed upon prices
and intercompany revenue and profit are eliminated.

Information

McGraw-Hill Financial and Media Segment Consolidated
(in millions) Education Services Services Totals Adjustments Total
2001
Operating revenue $2,322.2 $1,477.2 $ 846.1 $4,645.5 $ - $4,645.5
Operating profit 263.4 434.8 65.0 763.2 {148.1) 615.1"
Depreciation and amortizationt 336.5 54.4 26.3 417.2 34 420.6
Assets 3,069.6 847.7 481.2 4,398.5 762.7 5,161.2
Capital expenditures¥ 354.4 29.1 27.9 411.4 - 411.4
2000
Operating revenue $1,993.2 $1,280.2 $1,007.6 $4,281.0 $ - $4,281.0
Operating profit 307.7 390.9 212.9 911.5 (144.2) 767.3"
Depreciation and amortizationt 281.0 51.3 27.5 359.8 2.5 362.3
Assets 3,004.1 827.9 452.4 4,284.4 647.0 4,931.4
Capital expenditurest 286.7 324 28.6 347.7 - 347.7
1899
Operating revenue $1,734.9 $1,226.8 $1,030.0 $3,991.7 $ - $3,991.7
Operating profit 273.7 363.7 185.6 §23.0 (125.3} 697.7"
Depreciation and amortizationt 232.8 40.8 32.6 306.2 2.2 308.4
Assets 2,172.0 827.1 5921 3,591.2 526.9 4,118.1
Capital expenditures# 298.2 57.8 44.7 400.7 - 400.7

*Income before taxes on income.
tinciudes amortization of goodwill and intangible assets and prepublication costs.

fIncludes purchase of property and equipment and investments in prepublication costs.

The McGraw-Hill Companies [44]




The following is a schedule of revenue and long-lived assets by geographic location:

{in millions) 2001 2000 1989
Long-lived Long-lived Long-lived
Revenue assets Revenue assets Revenue assets
United States $3,819.8 $2,830.5 $3,492.9 $2,685.7 $3,243.5 $2,171.2
European region 455.2 114.0 406.9 69.9 372.7 67.8
Rest of world 370.5 56.3 381.2 57.7 375.5 67.7
Total $4,645.5 $3,000.8 $4,281.0 $2,813.3 $3,991.7 $2,306.7

3. Restructuring

In the fourth quarter of 2001, the Company announced a
worldwide restructuring program that includes the exiting
of certain businesses, product lines and markets in each of its
operating segments. As part of the restructuring program, the
Company intends to focus its resources on those businesses
and products with higher profit margins and to improve the
effectiveness of the organization. As a result, the Company
recorded a restructuring and asset impairment charge of
$159.0 million pre-tax. This charge is comprised of $62.1 mil-
lion for McGraw-Hill Education, $43.1 million for Financial
Services, $34.9 million for Information and Media Services
and $18.9 million for Corporate. The after-tax charge recorded
is $112.0 million, or 57 cents per diluted share. All of the
restructuring expenses are classified as operating expenses on
the Income Statement.

The restructuring consists of the following:

{in millions)
Employee severance and benefit costs $ 302
Asset impairment losses 128.8

$159.0

Employee severance and benefit costs of $30.2 million
includes a planned workforce reduction of approximately
925 people related to the exiting of certain business activities,
product lines and publishing programs to be discontinued or
curtailed, and other efforts to improve the effectiveness of the
organization. Through December 31, 2001, 234 employees
have been terminated and $3.1 million of employee severance
and benefit costs were paid.

Asset impairment losses of $128.8 million include $92.8 mil-
lion associated with the closing of the McGraw-Hill Education’s
business training coursework operation, the disposing of the
non-strategic properties in the investment services area and
costs associated with the disposal and write-down of goodwill
and other long-lived assets. The remaining balance of
$36.0 million primarily arises from impairment losses on
Construction Information Group’s e-commerce investments
and the emerging technology investments in the venture fund
as the Company has decided to scale back on these initiatives.
These impairment losses reflect the permanent write-down of
the investments to fair value that was determined based upon
the earnings capability of the related investees.

The restructuring is expected to be completed by
December 31, 2002. At December 31, 2001, the remaining
reserve, which is included in other current liabilities, was
approximately $36.5 million and comprised $27.1 million for
employee severance and benefit costs and $9.4 million for
other costs; primarily, contract termination costs.

6. Taxes on Income

Income before taxes on income resulted from domestic opera-
tions (including foreign branches) and foreign subsidiaries’
operations as follows:

(in millions) 2001 2000 1999
Domestic operations $579.7 $724.8 $642.0
Foreign operations 35.4 42.5 55.7
Total income before taxes $615.1 $767.3 $697.7
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A reconciliation of the U.S. statutory tax rate to the Company’s
effective tax rate for financial reporting purposes follows:

2001 2000 1999
U.S. statutory rate 35.0% 35.0% 35.0%
Goodwill amortization 1.7 0.9 0.9
Effect of state and local
income taxes 39 3.9 4.1
Other — net (1.9) (1.3) (1.0)
Effective tax rate 38.7% 38.5% 39.0%

The provision for taxes on income consists of the following:

(in millions) 2001 2000 1999

Federal:

Current $196.3 $235.5 $216.3

Deferred (8.1) (3.9) (6.5)
Total federal 188.2 231.6 209.8

Foreign:

Current 14.2 17.9 18.6

Deferred (1.1) 0.1 (0.6)
Total foreign 13.1 18.0 18.0

State and local:

Current 38.5 46.9 45.7

Deferred (1.7} {1.1) {1.4)
Total state and local 36.8 45.8 44.3

Total provision for taxes $238.1 $295.4 $272.1

The principal temporary differences between the accounting
for income and expenses for financial reporting and income tax
purposes as of December 31 follow:

(in millions) 2007 2000
Fixed assets and intangible assets $(181.7) $(177.7)
Prepaid pension and other expenses (120.1) (101.4)
Unearned revenue (30.5) (23.53)
Reserves and accruals 266.8 219.5
Postretirement and postemployment benefits ~ 88.3 90.2
Other — net 5.5 22.5
Deferred tax asset — net $ 283 $ 29.6

The Company made net income tax payments totaling
$202.4 million in 2001, $290.3 million in 2000, and
$215.0 million in 1999.

The Company has not recorded deferred income taxes applic-
able to undistributed earnings of foreign subsidiaries that are
indefinitely reinvested in foreign operations. Undistributed
earnings amounted to approximately $64 million at
December 31, 2001, excluding amounts that, if remitted, gener-
ally would not result in any additional U.S. income taxes
because of available foreign tax credits. If the earnings of such
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foreign subsidiaries were not indefinitely reinvested, a deferred
tax liability of approximately $15 million would have been required.

7. Rental Expense and Lease Obligations

Rental expense for property and equipment under all operating
lease agreements was as follows:

(in millions) 2001 2000 1999
Gross rental expense $154.4 $134.4 $130.2
Less: sublease revenue 29.9 28.3 30.4
Net rental expense §124.5 $105.9 $ 99.8

The Company is committed under lease arrangements cover-
ing property, computer systems and office equipment. Certain
lease arrangements contain escalation clauses covering
increased costs for various defined real estate taxes and operat-
ing services.

The Company entered into a lease agreement in 1998 for its
headquarters building, referred to in Note 1, covering approxi-
mately 0.4 million square feet starting in 2002.

Minimum rental commitments under existing noncancelable
leases with a remaining term of more than one year, including
the Company’s headquarters building, are shown in the follow-
ing table. The annual rental commitments for real estate is
reduced by $13 million in 2002 and then by approximately
$2 million a year thereafter through 2007.

(in millions)

2002 $ 133.9
2003 126.6
2004 108.2
2005 90.5
2006 84.8
2007 and beyond 1,003.1
Total $1,547.1

8. Capital Stock

On January 27, 1999, the Board of Directors declared a two-
for-one stock split of the Company’s common stock, payable
on March 8,1999, to stockholders of record on February 24,
1999. The Board of Directors also approved a share repurchase
program authorizing the repurchase of up to 15 million shares,
approximately 7.5% of the Company’ outstanding common
stock. The Company implemented the program through open
market purchases and private transactions. Through
December 31, 2001, the Company had repurchased approxi-
mately 9.4 million shares of common stock from the 1999 pro-
gram at a total cost of $523.4 million. The repurchased shares
will be used for general corporate purposes, including the issuance
of shares for stock compensation plans. In the event of a
significant investment opportunity, the Company may slow the
pace of repurchase activity.




The number of common shares reserved for issuance for
employee stock plan awards was 20,835,331 at December 31,
2001 and 23,162,119 at December 31, 2000. Under the Director
Deferred Stock Ownership Plan, 300,753 and 312,023 com-
mon shares were reserved for issuance at December 31, 2001
and 2000.

The $1.20 convertible preference stock may be converted
into common stock at the option of the shareholder at the rate
of one share of preference stock for 13.2 shares of common stock.

Two million shares of preferred stock, par value $1 per share,
are authorized; none have been issued. 600,000 shares have
been reserved for issuance under a Preferred Share Purchase
Rights Plan adopted by the Company’s Board of Directors on
July 29,1998. Under the 1998 Rights Plan, one Right for each
share of common stock outstanding was issued to shareholders
of record on August 14, 1998. These Rights will become exer-
cisable only if a person or group acquires 20% or more of the
Company’s common stock or announces a tender offer that
would result in the ownership of 20% or more of the common
stock. Each Right will then entitle the holder to buy a 1/400th
interest in a share of Series A preferred stock at an exercise
price of $150. The Rights are redeemable by the Company’s
Board of Directors for one-quarter cent each prior to a 20%
acquisition by a third party. The 1998 Plan also gives the Board
of Directors the option to exchange one share of common
stock of the Company for each Right (not owned by the
acquirer) after an acquirer holds 20% buct less than 50% of the
outstanding shares of common stock. In the event, after a per-
son or group acquires 20% or more of the Company’ stock,
that the Company is acquired in a merger or other business
combination transaction of 50% or more of its consolidated
assets or earning power are sold, each Right becomes exercis-
able for common stock equivalent to two times the exercise price
of the Right.

In 2001, dividends were paid at the quarterly rate of
$0.245 per common share and $0.30 per preference share. All
dividends on preference stock are cumulative. Total dividends
paid in 2001, 2000, and 1999 were $189.8 million, $182.5 mil-
lion and $169.0 million, respectively.

9. Stock Plan Awards

The Company applies the provisions of APBO No. 25,
Accounting for Stock Issued to Employees, in accounting for its
stock-based awards. Accordingly, no compensation cost has
been recognized for its stock option plans other than for its
restricted stock performance awards.

The Company has two stock option plans: the 1993 and
1987 Employee Stock Incentive Plans.

The plans provide for the granting of incentive stock options,
nonqualified stock options, stock appreciation rights, restricted
stock awards, deferred stock (applicable to the 1987 Plan only)
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or other stock-based awards to purchase a total of 37.8 million
shares of the Company’s common stock — 9.2 million shares
under the 1987 Plan and 28.6 million shares under the 1993
Plan, as amended. '

Stock options, which may not be granted at a price less than
the fair market value of the Company’% common stock at date of
grant, vest in two years in equal annual installments and have a
maximum term of ten years.

Beginning in 1997, participants who exercise an option by
tendering previously owned shares of common stock of the
Company may elect to receive a one-time restoration option
covering the number of shares tendered. Restoration options
are granted at fair market value of the Company’s common
stock on the date of the grant, have a maximum term equal to
the remainder of the original option term, and are subject to a
six-month vesting period.

Under the fair value based method of accounting in SFAS
No. 123, Accounting for Stock-Based Compensation, net
income would have been reduced by $36.7 million or $0.19 per
diluted share for 2001, $23.1 million, or $0.12 per diluted share
for 2000, and $16.2 million, or $0.08 per diluted share for 1999
after accounting for stock-based compensation effective for
awards made January 1,1995 and thereafter.

The fair value of each option grant was estimated on the date
of grant using the Black-Scholes option-pricing model with the
following assumptions for 2001, 2000, and 1999, respectively:
risk-free average interest rate of 4.7%, 6.6 %, and 5.1%; divi-
dend yield of 1.7% for all three years; volatility of 28%, 28%,
and 24 %; and expected life of five years for all years.

A summary of the status of the Company’s stock option
plans as of December 31 and activity during the year follows:

Weighted
average
exercise

{in thousands of shares) Shares price
Outstanding at December 31,1998 8,868 $27.79
Options granted 4,100 53.71
Options exercised (2,260) 23.05
Options cancelled and expired (358) 46.58
Outstanding at December 31,1999 10,350 $38.41
Options granted 4,154 49.96
Options exercised (1,847) 31.20
Options cancelled and expired (451) 50.32
Outstanding at December 31, 2000 12,206 $42.97
Options granted 4,806 $60.16
Options exercised (2,093) 36.65
Options cancelled and expired (341) 51.35
Outstanding at December 31, 2001 14,578 $49.34
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At December 31, 2001, 2000 and 1999, options for
8,340,000, 6,841,000 and 5,328,000 shares of common stock
were exercisable. The weighted average fair value of options
granted during 2001, 2000 and 1999 was $16.76, $15.70 and
$13.69, respectively.

A summary of information about stock options outstand-
ing and options exercisable at December 31, 2001 follows:

Options Options
{in thousands of shares) Outstanding Exercisable
Weighted Weighted Weighted
average  average average
Range of remaining  exercise exercise
exercise prices Shares term price  Shares price
$15.23 t0 $16.98 576 2.31years $16.60 576 $16.60
$21.19t0 $31.16 1,065 4.58 years $22.95 1,065 $22.95
$33.55t0 $49.66 3,770 7.34 years $41.67 2,696 $40.41
$50.41t0 $70.41 9,167 8.44 years $57.62 4,003 $55.15
$15.23 t0 §70.41 14,578 7.63 years $49.34 8,340 $43.61

Under the Director Deferred Stock Ownership Plan, a total
of 300,753 shares of common stock was reserved as of
December 31, 2001, and may be credited to deferred stock
accounts for eligible Directors. In general, the Plan requires
that 50% of eligible Directors’ annual compensation plus divi-
dend equivalents be credited to deferred stock accounts. Each
Director may also elect to defer all or a portion of the remain-
ing compensation and have an equivalent number of shares
credited to the deferred stock account. Recipients under this
Plan are not required to provide consideration to the Company
other than rendering service. Shares will be delivered as of the
date a recipient ceases to be a member of the Board of
Directors or within five years thereafter, if so elected. The Plan
will remain in effect until terminated by the Board of Directors
or until no shares of stock remain available under the Plan.

Restricted stock performance awards have been granted under
the 1993 and 1987 Plans. These restricted stock awards will vest
only if the Company achieves certain financial goals over various
vesting periods. Other restricted stock awards have total vesting
periods of up to three years with vesting beginning on the first
anniversary of the awards. Recipients are not required to provide
consideration to the Company other than rendering service and
have the right to vote the shares and to receive dividends.

A total of 264,213 restricted shares were issued at an average
market value of $59.28 in 2001, 270,176 shares at an average
market value of $51.77 in 2000 and 280,405 shares at an aver-
age market value of $52.70 in 1999. The awards are recorded
at the market value on the date of grant. Initially, the total mar-
ket value of the shares is treated as unearned compensation
and is charged to expense over the respective vesting periods.
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Under APBO No. 23, for performance incentive shares, adjust-
ments are also made to expense for changes in market value
and achievement of financial goals. Restricted stock compensa-
tion charged to expense was $24.4 million for 2001, $31.5 mil-
lion for 2000 and $33.0 million for 1999. Restricted shares
outstanding at the end of the year were 670,959 in 2001,
690,307 in 2000, and 868,039 in 1999.

10. Retirement Plans

The Company and its subsidiaries have a number of defined
benefit pension plans and defined contribution plans covering
substantially all employees. The Company% primary pension
plan is a noncontributory plan under which benefits are based
on employee career employment compensation. The Company
also has a voluntary deferred compensation plan under which
the Company matches employee contributions up to certain
levels of compensation and an Employee Retirement Account
Plan under which the Company contributes a percentage of eli-
gible employees’ compensation to the employees’ accounts.

For purposes of determining annual pension cost, prior service
costs and the net asset at January 1,1986 are being amortized
straight-line over the average remaining service period of employ-
ees expected to receive benefits. The assumed return on plan
assets of 9.5% is based on a calculated market-related value of
assets, which recognizes changes in market value over five years.

A summary of pension income for the Company’s domestic
defined benefit plans follows:

(in millions) 2001 2000 1999
Service cost $19.9 $18.2 $20.2
Interest cost 42.5 41.2 38.2
Expected return on assets (95.4) (84.1) (69.4)
Curtailment credit - (2.0} -

Settlement charge - 0.5 -
Amortization of:

Transitional net asset - (0.1)
Prior service cost 1.1 1.1 1.1

Actuarial {gain)/loss (20.1) (15.0) (1.5)
Net pension income $(52.0) $(40.1) $ (11.5)
Assumed rates — January 1:

Discount rate 7% % 7% % 6%%
Compensation increase factor 5% 5% 5K
Return on assets 9% 9% 9%

The Company also has unfunded supplemental benefit plans
to provide senior management with supplemental retirement,
disability and death benefits. Supplemental retirement benefits
are based on final monthly earnings. Pension cost was approxi-
mately $6.7 million for 2001 and $6.0 million for 2000 and




1999. The accrued benefit obligation as of December 31, 2001
was $36.7 million.

Total retirement plans cost was $23.1 million for 2001,
$26.3 million for 2000 and $48.6 million for 1999.

The funded status of the domestic defined benefit plans as of
December 31 follows:

(in miflions}) 2001 2000
Change in benefit obligation
Net benefit obligation at beginning of year § 585.8 $ 540.8
Service cost 19.9 18.2
Plan amendments - 0.9
Interest cost 42.5 41.2
Actuarial loss/(gain) 2.7 24.0
Curtailments - (2.4)
Settlements - 0.5
Gross benefits paid (37.1) (37.4)
Net benefit obligation at end of year $ 613.8 § 5858
Change in plan assets
Fair value of plan assets at

beginning of year 1,095.5 1,190.4
Actual return on plan assets (104.9) (57.5)
Gross benefits paid (37.1) (37.4)
Fair value of plan assets at end of year $ 9535 $1,095.5
Funded status at end of year 339.8 509.7
Unrecognized net actuarial (gain)/loss (130.2) (353.2)
Unrecognized prior service costs 2.0 31
Unrecognized net transition

obligation/(asset) - -
Prepaid pension cost $ 2116 $§ 159.6
Assumed rates — December 31:
Discount rate 7%% 7%%
Compensation increase factor 3% 5%

The Company has several foreign pension plans that do not
determine the accumulated benefits or net assets available for
benefits as disclosed above. The amounts involved are not mate-
rial and are therefore not included.

11. Postretirement Healthcare and QOther Benefits

The Company and some of its domestic subsidiaries provide
certain medical, dental and life insurance benefits for retired
employees and eligible dependents. The medical and dental plans
are contributory while the life insurance plan is noncontribu-
tory. The Company currently does not fund any of these plans.
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Postretirement benefits cost was $8.0 million in 2001,
$3.4 million in 2000, and $5.5 million in 1999. A summary of
the components of the cost in 2001, 2000 and 1999 follows:

(in millions) 2001 2000 18989
Service cost $2.4 $2.3 $2.4
Interest cost 2.9 9.0 8.7
Curtailment credit - (0.8) -~
Settlement gain - (1.4) ~
Amortization of:

Prior service cost (2.5) (2.6) (3.4)

Actuarial {gain}/loss (1.8) (3.1) (2.2)
Postretirement benefits cost $8.0 $3.4 $5.5

A summary of the components of the unfunded postretire-
ment benefit obligation as of December 31 follows:
(in millions) 2001 2000
Change in benefit obligation
Net benefit obligation at beginning of year  $ 135.2 $128.2
Service cost 2.4 2.3
Interest cost 9.9 9.0
Plan participants contributions 1.8 1.5
Settlements - (1.0)
Actuarial (gain)/loss 5.1 91
Gross benefits paid (12.4) (13.9)
Net benefit obligation at end of year $ 142.0 $135.2
Change in plan assets
Fair value of plan assets at beginning of year - -
Employer contributions 10.6 12.4
Plan participants contributions 1.8 1.5
Gross benefits paid (12.4) (13.9)
Fair value of plan assets at end of year - -
Funded status at end of year $(142.0) $(135.2)
Unrecognized net actuarial (gain)/loss (30.7) (37.7)
Unrecognized prior service costs (3.2) (5.6)
Accrued benefit cost $(175.9) $(178.5)

The assumed weighted average healthcare cost trend rate
ranges from 6.0% in 2000 decreasing ratably to 5.5% in 2002
and remaining at that level thereafter. The weighted average
discount rate used to measure expense was 7.5% in 2001 and
2000; the rate used to measure the accumulated postretirement
benefit obligation was 7.25% in 2001 and 7.5% in 2000.
Assumed healthcare cost trends have a significant effect on the
amounts reported for the healthcare plans. A one-percentage




Notes to Consolidated Financial Statements
(continued)

point change in assumed healthcare cost trend creates the fol-
lowing effects:

One-Percentage One-Percentage

(in millions) Point Increase  Point Decrease

Effect on total of service

and interest cost $ 1.0 $ (1.0)
Effect on postretirement
benefit obligation $11.4 $(10.5)

12. Earnings Per Share

A reconciliation of the number of shares used for calculating
basic earnings per common share and diluted earnings per
common share follows:

{in thousands) 2001 2000 1999
Net income $377,031  $403,794  $425,574
Average number of common

shares outstanding 193,888 194,099 196,311
Effect of stock options and

other dilutive securities 1,985 1,973 2,246
Average number of common

shares outstanding

including effect of :

dilutive securities 195,873 196,072 198,557

Restricted performance shares outstanding at December 31,
2001 of 641,000 were not included in the computation of
diluted earnings per common share because the necessary vest-
ing conditions have not vet been met.

13. Accounting Change

In December 1999, the Securities and Exchange Commission
issued Staff Accounting Bulletin (SAB) No. 101, Revenue
Recognition in Financial Statements, which summarized the
Staff’s views regarding the recognition and reporting of rev-
enue and related expenses in certain transactions. SAB 101,
which was further clarified in 2000, was required to be imple-
mented by the fourth quarter retroactive to January 1, 2000.

In consideration of the views expressed in SAB 101 and
related interpretations, the Company modified its revenue
recognition policies related to various service contracts. Under
SAB 101, the Company now recognizes revenue relating to
agreements where it provides more than one service based
upon the fair value to the customer of each service, rather than
recognizing revenue based on the level of service effort to fulfill
such contracts. If the fair value to the customer for each service

The McGraw-Hill Companies

is not objectively determinable, revenue will be recognized rat-
ably over the service period.

The cumulative effect of the accounting change as of
January 1, 2000 resulted in a charge to income of $68.1 million
(net of income taxes of $46.7 million). The effect of the change
on the year ended December 31, 2000 was to decrease net
income before the cumulative effect of the accounting change
by $(9.2) million, or $(0.04) per diluted share. On a pro forma
basis, the impact for the year ended December 31,1999 is
$(12.2) million, ($0.06 per diluted share). For the quarters
ended March 31, June 30, September 30 and December 31,
2000, the impact of the accounting change was to (decrease)/
increase revenue by $(15.5) million, $(7.5) million, $2.1 million
and ${5.5) million, respectively and to (decrease)/increase net
income by $(12.5) million, $(3.6) million, $(2.5) million and
$9.4 million, respectively.

For the quarters ended March 31, June 30, September 30,
and December 31, 2000 the Company recognized $43.4 mil-
lion, $31.8 million, $18.6 million and $5.9 million, in revenue,
respectively, that was included in the cumulative effect adjust-
ment as of January 1, 2000. The effect on the first, second,
third and fourth quarters was to increase net income by
$26.5 million, $19.4 million, $11.3 million and $3.6 million,
respectively {(after reduction for income taxes of $16.9 million,
$12.4 million, $7.3 million and $2.3 million, respectively), dur-
ing those periods. The total amount of this cumulative adjust-
ment that was recognized for the year ended December 31,
2001 was $1.7 million.
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Report of Management

To the Shareholders of
The McGraw-Hill Companies, Inc.

The financial statements in this report were prepared by the
management of The McGraw-Hill Companies, Inc., which is
responsible for their integrity and objectivity.

These statements, prepared in conformity with generally
accepted accounting principles and including amounts based
on management’s best estimates and judgments, present fairly
The McGraw-Hill Companies’ financial condition and the
results of the Company’ operations. Other financial informa-
tion given in this report is consistent with these staterhents.

The McGraw-Hill Companies’ management maintains a sys-
tem of internal accounting controls designed to provide rea-
sonable assurance that the financial records accurately reflect
the Company’s operations and that the Company’s assets are
protected against loss. Consistent with the concept of reason-
able assurance, the Company recognizes that the relative costs
of these controls should not exceed the expected benefits in
maintaining these controls. It further assures the quality of the
financial records in several ways: a program of internal audits,
the careful selection and training of management personnel,
maintaining an organizational structure that provides an appro-
priate division of financial responsibilities, and communicating
financial and other relevant policies throughout the corpora-
tion. The financial statements in this report have been audired
by Ernst & Young LLP, independent auditors, in accordance
with auditing standards generally accepted in the United States.
The independent auditors were retained to express an opinion
on the financial statements, which appears in the next column.

The McGraw-Hill Companies’ Board of Directors, through
its Audit Committee, composed entirely of outside directors,
is responsible for reviewing and monitoring the Company’s
financial reporting and accounting practices. The Audit
Committee meets periodically with management, the Company%
internal auditors and the independent auditors to ensure that
each group is carrying out its respective responsibilities. In
addition, the independent auditors have full and free access to
the Audit Committee and meet with it with no representatives
from management present.

//sz; v

Harold McGraw 111
Chairman of the Board, President and Chief Executive Officer

[l . Bkasll

Robert J. Bahash
Executive Vice President and Chief Financial Officer

Report of Independent Auditors

The Board of Directors and Shareholders of
The McGraw-Hill Companies, Inc.

We have audited the accompanying consolidated balance sheets
of The McGraw-Hill Companies, Inc. as of December 31, 2001
and 2000, and the related consolidated statements of income,
shareholders’ equity and cash flows for each of the three years
in the period ended December 31, 2001. These financial state-
ments are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing stan-
dards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reason-
able assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial state-
ment presentation, We believe that our audits provide a reason-
able basis for our opinion.

In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects, the
consolidated financial position of The McGraw-Hill
Companies, Inc. at December 31, 2001 and 2000, and the con-
solidated results of their operations and their cash flows for
each of the three years in the period ended December 31, 2001,
in conformity with accounting principles generally accepted in
the United States.

As discussed in Note 13 to the consolidated financial state-
ments, effective January 1, 2000, the Company changed its
method of accounting for revenue recognition on certain serv-
ice contracts.

Ws? MMP

New York, New York
January 29, 2002




Supplemental Financial Information
Quarterly Financial Information (unaudited)

(in thousands, except per-share data) First quarter Second quarter Third quarter Fourth quarter Total year
2001
Operating revenue $846,397 $1,149,470 $1,535,100 $1,114,568 $4,645,535
Income before taxes 33,156 174,029 389,412 18,461 615,058
Net income 20,391 119,997 239,488 (2,845) 377,031
Earnings per share:
Basic 0.11 0.62 1.24 (0.01) 1.95
Diluted 0.10 0.61 1.22 (0.01) 1.92
2000
Operating revenue (Note 13) $784,214 $1,015,924 $1,394,470 $1,086,360 $4,280,968
Income before taxes and cumulative adjustment 70,561 173,710 350,588 172,483 767,342
Income before cumulative adjustment (Note 13) 43,395 106,832 215,611 106,078 471,916
Net income (24,727) 106,832 215,611 106,078 403,794
Earnings per share:
Basic:
Income before cumulative adjustment 0.22 0.55 1.11 0.55 2.43
Net income (0.13) 0.55 1.11 0.55 2.08
Diluted:
Income before cumulative adjustment 0.22 0.55 1.10 0.54 2.41
Net income {0.13) 0.55 1.10 0.54 2.06
: 1898
; Operating revenue $716,830 $915,951 $1,324,332 $1,034,572 $3,991,685
f Income before taxes 40,437 140,803 318,218 198,204 697,662
: Net income 24,667 85,889 194,113 120,905 425,574
! Earnings per share:
i Basic 0.12 0.44 0.99 0.62 2.17
Diluted 0.12 0.43 0.98 0.61 2.14

Note: Earnings per share may not crossfoot due to rounding.
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Supplemental Financial information
Quarterly Financial Information (unaudited)

High and Low Sales Prices of The McGraw-Hill Companies Common Stock on the New York Stock Exchange”

2001 2000 1999
First quarter $64.74-54.09 $61.69-43.50 $59.13-48.88
Second quarter 70.87-57.84 59.88-41.88 60.75-50.44
Third quarter 67.95-50.55 67.69-54.25 54.13-47.13
Fourth quarter 61.80-48.70 66.00-52.00 63.13-49.00
Year™ 70.87-48.70 67.69-41.88 63.13-47.13

*The New York Stock Exchange is the principal market on which the Corporation's shares are traded.
**All high and low prices reflect the two-for-one stock split approved by the Corporation's Board of Directors on January 27, 1999,
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Eleven-Year Financial Review

(in thousands, except per-share and employee data) 2001 2000 1999 1998

Operating Results by Segment and Income Statistics
Operating Revenue

McGraw-Hill Education $2,322,208 $1,993,189 $1,734,922 $1,620,343
Financial Services 1,477,264 1,280,227 1,226,748 1,089,030
Information and Media Services 846,063 1,007,552 1,030,015 1,015,598
Total Operating Revenue 4,645,535 4,280,968 3,991,685 3,724,971
Operating Profit
McGraw-Hill Education 263,424 307,712 273,667 202,076
Financial Services 434,763 390,930 363,737 343,466
Information and Media Services 65,003 212,921 185,551 139,352
Operating Profit 763,190 911,563 822,955 684,894
Share of profit of Macmillan/McGraw-Hill School

Publishing Companyh - - - -
Unusual charges(f. - - - -
Gain on exchange of Shepards/McGraw-Hill(@ - - - -
General corporate {expense)/income (93,062) (91,380) (83,280) (80,685)
Interest (expense)/income — net (55,070) (52,841) (42,013) (47,961)
Income Before Taxes on Income(® b, ¢, d, eand g) 615,058 767,342 697,662 556,248
Provision for taxes on income 238,027 295,426 272,088 216,937
Income Before Extraordinary ltem and Cumulative Adjustment 377,031 471,916 425,574 339,311
Early extinguishment of debt, net of tax() - - - (8,716)
Cumulative effect on prior years of changes in accounting() - (68,122) - -
Net Income $ 377,031 $ 403,794 $ 425,574 $ 330,595

Basic Earnings Per Share
Income before extraordinary item and cumulative adjustment ~ $ 1.95 $ 2.43 $ 2.17 $ 1.72

Extraordinary item and cumulative adjustment{) - {0.35) - (0.04)
Net income $ 1.95 $ 2.08 $ 2.17 $ 1.68
Diluted Earnings Per Share
Income before extraordinary item and cumulative adjustment  $ 1.92 $ 241 $ 2.14 $ 1.70
Extraordinary item and cumulative adjustment() - (0.35) - {0.04)
Net income S 1.92 $ 2.06 $ 2.14 $ 1.66
Dividends per share of common stock $ 0.98 $ 0.94 $ 0.86 $ 0.78
Operating Statistics
Return on average shareholders’ equity 20.7% 23.5% 26.7% 22.9%
Income before taxes as a percent of revenue 13.2 17.9 17.5 14.9
Income before extraordinary item and cumulative adjustment

as a percent of revenue 8.1 11.0 10.7 9.1
Balance Sheet Data
Working capital $  (63,446) $ 20,905 $ (14,731) $ 94,497
Total assets 5,161,151 4,931,444 4,118,111 3,817,336
Total debt 1,056,524 1,045,377 536,449 527,597
Shareholders’ equity 1,853,885 1,761,044 1,648,490 1,508,995
Number of Employees 17,135 16,761 16,376 15,897

(a) 2001 income before taxes reflects the following items: a $159.0 million pre-tax

charge for restructuring and asset write-down; a $8.8 million pre-tax gain on the dis-
position of DRI; a $22.8 million pre-tax loss on the closing of Blue List, the contribu-

tion of Rational Investors and the write-down of selected assets; and a $6.9 million
pre-tax gain on the sale of a building.

(b) 2000 income before taxes reflects a $16.6 million gain on the sale of

Tower Group.

(c) 1999 income before taxes on income reflects a $39.7 million gain on the sale of
the Petrochemical publications.

The McGraw-Hill Companies

(d) 1998 income before taxes on income reflects a $26.7 million gain on sale of

a building and a $16.0 million charge at Continuing Education Center for write-down
of assets due to a continuing decline in enrollments.

(e) 1997 income before taxes on income reflects a $33.2 million provision for the
consolidation of office space in New York City and a $20.4 miliion gain on the sale
of Datapro Information Services.

(f) 1996 operating profit excludes a net gain on the exchange of Shepard's/McGraw-
Hill for the Times Mirror Higher Education group comprising a $418.7 million gain on
the exchange and a $25 million one-time charge for integration costs.




1987 1996 1995 1994 1983 1992 1901
$1,573,797 $1,277,895 $1,235,578 $1,162,157 $ 667,444 $ 567,363 $ 532,438
921,135 802,280 736,788 699,436 651,601 573,864 515,218
1,035,834 990,924 962,379 896,960 876,098 905,184 895,327
3,530,766 3,071,099 2,934,745 2,758,553 2,195,143 2,046,411 1,942,983
187,722 151,921 162,604 125,765 49,374 62,746 48,928
249,220 243,889 215,320 202,757 186,148 155,186 131,683
158,879 131,397 130,145 120,482 116,751 122,326 131,586
595,821 527,207 508,069 449,004 352,273 340,258 312,197
-~ - - - 28,376 11,280 27,483

- {25,000) - - (229,800} -~ -

-~ 418,731 - - - -~ -
(75,342) (62,073) (63,570) (54,134) (48,538) (50,774) (34,415)
(52,542) (47,656) (58,766) (51,746) (36,342) (37,557) (46,987)
467,937 811,209 385,733 343,124 65,969 263,207 258,278
179,238 317,665 158,922 141,367 54,582 112,390 110,285
288,699 493,544 226,811 201,757 11,387 150,817 147,993
- _ - - - (124,587) -

$ 288,699 $ 493,544 $ 226,811 $ 201,757 $ 11,387 $ 26,230 $ 147,993
$ 1.46 $ 2.48 $ 1.14 $ 1.02 $ 0.06 $ 0.77 $ 0.76
- - - - ~ (0.64) -

$ 1.46 $ 2.48 $ 1.14 $ 1.02 $ 0.06 $ 0.13 $ 0.76
$ 1.45 $ 2.47 $ 1.14 $ 1.02 $ 0.06 $ 0.77 $ 0.76
- - - -~ - (0.64) -

$ 1.45 $ 2.47 $ 1.14 $ 1.02 $ 0.06 $ 0.13 $ 0.76
$ 0.72 $ 0.66 $ 0.60 $ 0.58 $ 0.57 $ 0.56 $ 0.55
20.8% 41.4% 23.3% 23.4% 1.3% 3.0% 15.2%
13.3 26.4 13.1 12.4 3.0 12.9 13.3

8.2 16.1 7.7 7.3 0.5 7.4 7.6

$ 217,912 $ 92,629 $ 157,244 $ 94,486 $ 28,463 $ (53,966) $  (2,489)
3,740,569 3,668,381 3,081,846 2,984,745 3,066,750 2,496,413 2,504,412
684,425 581,368 628,664 762,805 928,710 482,991 568,159
1,394,384 1,322,827 998,964 877.266 788,584 874,390 966,943
15,690 16,220 15,452 15,339 15,661 13,393 13,339

() The cumulative adjustment in 2000 reflects the adoption of SAB 101, Revenue
Recognition in Financial Statements. The cumulative adjustment in 1992 reflects the
adoption of the provisions of SFAS No. 106, Employers’ Accounting for
Postretirement Benefits Other Than Pensions, and SFAS No. 112, Employers’
Accounting for Postemployment Benefits. The extraordinary item in 1998 relfates to
costs for the early extinguishment of $155 million of the Company’s 9.43% Notes
during the third guarter.

(g) 1995 income before taxes on income reflects a $26.8 million provision for best
practices initiatives and a $23.8 million gain on sale of the topical publishing division
of Shepard’s/McGraw-Hiil.

(h) Reflects The McGraw-Hill Companies' share of profit of Macmillan/McGraw-Hill
School Publishing Company through September 30, 1993. Macmillan/McGraw-Hill results
are consolidated effective October 1, 1993 in the McGraw-Hill Education segment.

(i} 1893 amount reflects unusual charges in connection with the acquisition of the
additional 50% interest in Macmillan/McGraw-Hill.
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Shareholder Information

Annual Meeting

The 2002 annual meeting will be held at 11 a,m.
on Wednesday, April 24 at the

Corporation’s world headquarters:

1221 Avenue of the Americas

Auditorium, 2nd floor

New York, NY 10020-1095

The annual meeting will also be Webcast
at www.mcgraw-hill.com.

Stock Exchange Listing

Shares of the Corporation’s common stock are traded
primarily on the New York Stock Exchange. MHP is the ticker
symbol for the Corporation’s common stock.

Investor Relations Web Site

Go to www.mcgraw-hill.com/investor_relations to find:

o Dividend and stock split history

o Stock quotes and charts

o Fundamental data

o Investor Fact Book

o Financial reports, including the annual report, proxy
statement and SEC filings

o Financial news releases

o Management presentations

° Investor e-mail alerts

Investor Kit
Available online or in print, the kit includes the current annual
report, proxy statement, 10-Q, 10-X, current earnings release,

and dividend reinvestment and direct stock purchase program.

Online, go to www.mcgraw-hill.com/investor_relations and
click on the Digital Investor Kit.

Requests for printed copies can be e-mailed to
investor_relations@mcgraw-hill.com or mailed to
Tnvestor Relations, The McGraw-Hill Companies,

1221 Avenue of the Americas, New York, NY 100201095

You may also call Investor Relations toll-free at 866.436.8502.

The McGraw-Hill Companies

Shareholder Services

InvestorService Direct™ allows registered shareholders
to view and manage their account online. Go to
https://vault.melloninvestor.com/isd.

For shareholder assistance, call Mellon Investor Services,
the Corporation’ transfer agent, toll-free at 888.201.5538,
or write to Mellon Investor Services, PO Box 3316,

South Hackensack, NJ 076061937

News Media Inquiries
Go to www.mcgraw-hill.com/media to view the latest Company
news and information or to submit an e-mail inquiry.

You may also call 212.512.41435, or write to Corporate Affairs,
The McGraw-Hill Companies, 1221 Avenue of the Americas,
New York, NY 10020-1095

Direct Stock Purchase and Dividend Reinvestment Plan
This program offers a convenient, low-cost way to invest
in the Corporation’s common stock. Participants can pur-
chase and sell shares directly through the program, make
optional cash investments weekly, reinvest dividends, and
send certificates to the transfer agent for safekeeping.

To order the prospectus and enrollment form, call the
automated request line at 800.842.7629 or write to
Mellon Investor Services, PO Box 3316,

South Hackensack, NJ 07606-1937

For specific questions about the program, call
Mellon Investor Services at 888.201.5538.
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